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ABSTRACT

The study investigates Public Private Ventures as a
new, evolving approach to the Mrine Corps’ housing needs
at Marine Corps Base (MZB) Canp Pendleton. The study
exani ned t he ener gi ng transformation of housi ng
construction and property managenent responsibilities and
risks from the Governnent to the private sector devel oper.
Specifically, the study sought to answer two prinmary

research questi ons:

. How can the Navy inprove constructi on managenent ?

. What are the differences between Mlitary
Construction and Public Private Venture business
agreenents for constructi on managenent ?

The study surveyed Public Private Venture devel opers
and housing construction contractors’ attitudes towards the
Navy’'s recent trend in the design, construction, and

mai nt enance of Marine Corps mlitary famly housing.

The researcher’s major conclusion concerns the
uni queness  of Publ i c Private Venture and Mlitary
Construction contract managenent. Each approach requires
different skills, operates at different speeds, and
requires separate functional teans. Successful contractors
appear to form Limted Liability Corporations and adopt
strategi es consistent with that concl usion.

The study’'s mmjor recommendation favors Governnent
mai nt enance of central housing operations with both Navy
and Marine Corps assets organized at the headquarters of
t he Sout hwest Di vi sion. This would provide the functiona

\'



expertise and know edge experts to work on real-tine

housi ng i ssues.
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| NTRODUCTI ON

A BACKGROUND

The Departnent of Defense (DoD) mlitary famly
housing construction supplier base and its relationship
with the Federal Governnment has undergone significant
changes since beginning over fifty years ago. Starting
during the 1950's, mlitary famly housing contractors
began building housing units at Marine Corps Base (MB),
Canp Pendleton, California to neet the needs of base
personnel. As the mission of the base increased along with
the nunber of troops and their dependents, the supply of
gual ity on-base housing could not sustain the demand of the
growi ng Marine Corps requirenments. The devel opnent of new
housi ng and the renovation of substandard, existing housing
continued with various levels of mlitary and private

f undi ng.

However, uncertainty and inconsistency of the funding
flow of MIlitary Construction (MLCON) and Mlitary Housing
| mprovenent Project (MH P) budget, along with the push from
recent Quality of Life (QL) initiatives to correct
backl ogged maintenance issues caused the Governnment to
consi der new cost-effective appr oaches to resol ve
performance, design, quality control, and contract funding
i ssues. These recent changes resulted from initiatives in
rei nventing Governnment, acquisition reform design- build
managenent , acquisition reform Base Real i gnnent and
Cl osures (BRACs), and changes in Federal |aws that provide
incentives to contractors to partner wwth the Governnment in

the mlitary famly housing construction process.

1



These recent changes have increased pressures on the

mlitary fam |y housing market at MCB, Canp Pendl et on.

First, the closing of sever al mlitary famly
installations in California, including El Toro, required

consol idation of resources at Canp Pendl et on.

Second, the Ilocation of Canp Pendleton (along the
coast of North San Diego County) decreases the likelihood
of service nenbers finding affordable off-base housing

within the local commuting area.

Third, the shortage of undeveloped |and off-base
conmbined with strictly enforced environnmental regulations
on-base decreases the availability of viable new housing
sites to neet the Marines needs.

Fourth, the local (San Diego North County, Riverside
County) spiraling demand for housing in the late 1990's to
present, attracted private developers to the private sector
mar ket for housing developnent, which left the Federal
Governnent unable to conpete with the private devel opers
for labor, materials, and project nanagenent resources.
Plus, the individual Marine' s Basic Housing Allowance (BAH)
did not keep up with the cost of living in the single
famly housing market, and the lack of affordable, quality
apartnments contributed to the housing crunch.

Fifth, the Marine Corps denographics have changed.
During the 1940's and 1950’s, Marines as single, bachelor
residents predom nated. Now, however, young, enlisted (and
officer) Marines are likely married with famlies and

require larger living quarters.



Si xth, the Governnment nust find nore efficient housing
managenment  practices. The Governnent rnust consi der
partnerships with business and industry in order to neet
the current and future housing needs of its Marines and

their famli es.

Last, the Government can neither afford the in-house
design costs, financing, and renovation costs for existing
or new housing, nor afford the total ownership costs to
own, operate, and maintain an inventory in excess of 6,000

fam |y housing units.

The last fifty years illustrates the changes in the
way the Governnment funds mlitary famly construction
whol e house repair and renovation, and mnor construction
repair. The traditional MLCON CGovernnent ownership and
mai nt enance approach to mlitary famly housing faces
political pressures due to the time consum ng process and
t he backlog of under maintained famly housing units. A
recent solution enacted by Congress may |everage the
strengths of the Governnent’s housing assets while
providing attractive financing deals to private sector
firms. The current economc trend of low interest rates
easily available credit, rising property values, and |ow
inflation favors the Governnent establishing long term

| ease of fam |y housing assets.

The Marine Corps introduced Public Private Venture
(PPV) initiatives authorized by Congress in direct response
to the current narket conditions. As housing partners,
both the Governnent and Industry seek to |everage the
contractor’s ability to benefit through the realization of

tax shelter benefits, which the Governnent cannot cl aim

3



The Marine Corps’ and Navy’'s recent housing history
began during World War 1l and evolved during the Korean
Conflict, Vietnam Canpaign, the Cold War, and the Defense
Departnent buildup during the Reagan era. Wthin the |ast
10 years, the Marines have responded to Desert Storm and

recent anti-terrorist camnpaigns around the world.

The Covernment’s initiatives to neet the economc
conditions of the day started wth Werry, Capehart,
Turnkey, 801 and 802 projects, and nost recent, the
adoption of PPV efforts to neet the Departnent of Navy's
mlitary fam |y housi ng needs.

Early Governnment mlitary famly housing procurenent
strategies focused on the ability to control the process
and cost. In the Invitation for Bid (IFB) scenario, the
Gover nment devel oped plans and specifications with in-house
design team assets, which the housing construction
contractor built as stated. As the DoD becane smaller and
the Governnment’s budget decreased, the Governnent shifted
responsibilities and risks fromit to the contractor. The
Government decreased the level of project oversight,
outsourced the design process and quality assurance, and
relied on private sector managenent of functions including

techni cal and contracting responsibilities.

Duri ng t he | ast twenty years, DoD s housi ng
acqui sition strat egy, whi ch i ncl udes deal i ngs Wi th
i ndustry, evolved from (IFBs), to Request For Proposals
(RFPs), to recent initiatives in Public-Private business
agr eenent s. PPV acquisitions have also used additional
steps of Request for Quotations (RFQ) and Best Acceptable

(BA) stages within PPV source selection processes.

4



The Governnent further responded to changes during the
1990's by shifting from in-house design projects to
outsourcing the design responsibilities to the Architect-
Engi neer firms, which design the project. This becane a
fundamental shift in the acquisition strategy, wth the
private sector assumng the responsibility for the Design-

Build of mlitary fam |y housing projects.

Also, during the late 1990's, the Governnent and
| ndustry shifted from IFB to RFP acquisition processes.
This resulted in the selection of contract awards noving
from the low bidder to the contractor that best net the
Performance and Selection criterion for awar d. The
Government began to increasingly rely upon other factors
such as quality, performance, past performance, on-tine
conpl etion, and custoner satisfaction, as a basis for award
sel ecti on. Contractors had to develop internal neans to
nmeasure each of these selection factors, which contributed
to their overall ranking.

The Governnent’s shift to the use of Design-Build from
Design-Bid-Build and RFPs resulted in the Governnent giving
up sone process controls while the contractor assuned nore
risk. However, achieving the Governnent’s goal enabled the
contractor to gain efficiencies nmanaging their own
resources and establishing strategic partnerships and joint
ventures, while the Governnent dealt with the chall enges of
optim zing fewer available resources during the era of

downsi zi ng.

The focus of the study exami nes the current and recent
housing contractors over the last three years, which

conprise the Departnment of the Navy's (DoN) construction



supplier base for the Marine Corps at Canp Pendleton,
California. The study shall exanmine the changes in
procurenent nethods for the Governnent to obtain these
construction, nmintenance, and repair services contract for

mlitary fam |y housing.

The study shall al so exam ne the use of the follow ng:

. Partnerships, both formal and informal, between
Government and | ndustry

. Joint ventures (JV)
. Limted Liability Corporations (LLC)

The study shall review trends in an effort to report
how these trends mght enhance the Governnent’s
present and future acquisition strategy concerning
meeting the needs of mlitary famly housi ng
requi renents at Canp Pendl et on.

B. PROBLEM STATEMENT

The study investigates PPV as a new approach to the
Marine Corps’ housing needs at Canp Pendl eton. The study
shall examne the transfer of responsibilities and risks
from the Governnent to the private sector devel oper
Specifically, the study seeks to determne the answers to
these two (2) primary research questions:

. How can the DoD, in this case, the Navy, inprove
constructi on managenent ?

. What are the differences in PPV business
partnership agreenent s conpar ed to t he
traditional M LCON contracts appr oach for

construction managenent ?

In general, the study shall seek to answer these
subsi diary research questions:



. Wo are the current construction mlitary famly
housi ng construction contractors t hat have
current, and or recent contracts at MB Canp
Pendl et on?

. What are the denographics of the construction
suppl i er base supporting MCB Canp Pendl et on?

. What effect does the construction contractor’s
organi zati on have on the type of contract awarded
by the Navy to these firns?

. How does the PPV contractor’s organization differ
from the traditional construction contractor in
t heir contract managenent?

. What recent comrunication and nanagenent tools
have construction and PPV contractors adopted
within the last three years in order to increase
efficiencies in contract nanagenent ?

. VWhat are the cost benefit tradeoffs contractors
consider when deciding to wupgrade to current
information technology architecture wthin DoD
and i ndustry?

. How do construction and PPV devel opnent firns
acquire and sustain contract managenment skills?

. What are the current trends in Navy contract
awards for mlitary famly housing requirenents?
(i.e. | FB, RFQ RFP, PPV business agreenents)

and are awards sole source, conpetitive, or
mul ti pl e awar ds?

C. RELEVANCE OF THE STUDY
The study is inmportant for four [4] reasons.

First, the research may identify issues within the new
PPV mlitary housing privatization initiative that concern
private industry. Si nce previous housing construction and
renovation contracts at Canp Pendleton have used various
acqui sition strategi es, acqui sition pl anners nmust
understand the inpact of PPV's on industry in light of the

current stage of cyclical economc and market conditions.
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The DoD policy states that PPV may provide as nmuch as a 10%
cost savings and inprove the QoL of a much greater segnent
of the mlitary housing fam |y community over conventional
appr oaches. This study shall identify the potential areas
of concern by contractors and the Governnent, which may

i npact the degree of anticipated cost savings.

Second, the study identifies which factors, if any,
are associated with changes in the Governnent and PPV
devel opers’ business agreenents and the program objectives
specific for MCB  Canp Pendl eton’ s housi ng needs.
| dentifying such factors would assist Governnment and
industry acquisition professionals in inproving the state
of the Marine Corps’ significant housing problens.

Third, the study examnes the legal and statutory
regul ations in effect since 1996 and their applicability in
ternrs of DoDs ability to nmeet its critical goal for
elimnating all inadequate housing by the year 2010. The
sanple for the study draws predomnantly from the
geographic region surrounding MCB Canp Pendl eton. Due to
the requirements to conply with strict environnental and
buil ding codes (Federal and the State of California), and
the coordination necessary with local suppliers and trade
professionals, nost of the previous prinme contractors
mai ntained an operations location in the Southern

California area.

This study examines the recent PPV award for DelLuz
housing area and considers the possibility of additional
future PPV project awards which would cover nore than 50%
of the base housing. An exam nation at this point provides

conparisons against earlier MLCON projects for mlitary

8



famly housing design, construction, and renovation. Thi s
study may assist in the decision-making of the Navy and
Marine Corps prior to potentially proceeding with a bl anket
PPV program for the entire base at MCB Canp Pendl eton that

woul d i ncl ude over 6,000 units.

Fourth, the study may shed significant |ight on PPV
and assist in developing the MCB Canp Pendleton Strategic
Plan and the overall plan for Marine Corps PPV. Since the
researcher drew the sanpling of the study from a geographic
region that includes a wide variety of housing projects
wi th housing units in various stages of renovation, simlar
bases m ght derive benefits from this study. However, the
study does not inply that simlar organizations shall yield
simlar findings. These conparisons apply only to the
di scussion of PPV initiatives contrasted with traditiona
M LCON housi ng contracts at Canp Pendl eton
D. PURPOSE AND OBJECTI VES

The purpose of +the study examines potential PPV
devel opers and current housing construction contractors’
attitudes towards the Navy’'s recent trend in the design,
construction, and nmintenance of Marine Corps’ mlitary
famly housing units at Canp Pendl eton. The study | ooks at
the contracts, including task order awards, and business
agreenents entered into between the Government and famly
housi ng construction contractors during the period of 1999,
2000, and 2001.

The study shall provide an overview for previous
contracts that affect the design, construction, and
renovation of famly housing units at Canp Pendleton.
The study examnes the potential that future business

9



agreenents may have on the DoN and the Sout hwest Division
Naval Facilities Engineering Conmmand (the procurenent
agency providing support for MCB Canp Pendl eton housing)
and the other mlitary fam |y housing conmunities on base.
E. RELEVANT HYPOTHESES

The study exam nes the follow ng hypot heses:

. PPV initiatives have a lower life cycle cost than

. traditional M LCON  procurenent nmet hods and
provide the Government a greater return on
i nvest nment .

. PPV initiatives decrease Government oversight
requi renents but i ncrease Gover nient

responsibilities in terns of the direction,
coordi nation, oversight, and supervision of the
acqui sition support team

. There is significant industry interest in real
estate diversification through the wuse of PPV
initiatives, which provide firns a long-term fl ow
of rental incone that is independent of econonic

cycl es.

. DoD, specifically the Navy, can |everage private
sector funding and produce cheaper housing units
faster when built in accordance wth rmarket
standards instead of mlitary specifications.

. Est abl i shi ng part ner shi ps Wi th successf ul
contractors and entering into | ong-term
rel ati onshi ps can reduce t he Government’ s
contract administration burden, including the
housi ng managemnent and property managemnent
oversi ght.

F. LI M TATI ONS ON THE ORGANI ZATI ON OF THE STUDY

Certain conditions beyond the researcher’s control
restrict the study. The voluntary nature of the
contractor’s participation fornms an inportant elenent of
t he study. I ndi vidual involvenent in this study includes

i n-person interviews, tel ephone interviews, mai | , and

10



el ectronic mail correspondence. Al of these elenents rely
on volunteers with different notivations. The nature of
the sanpling potentially limts the study. Attitudes of
i ndi viduals not choosing to participate in the study may

differ significantly fromthose of participants.

The sanple consists of an  “incidental sanpl e”
(Quilford, 1965), i.e. subjects participate on the basis of
avai lability and willingness to cooperate. This factor may

restrict the general validity of findings regarding

subj ects’ attitudes.

The study is also restricted regarding the individua
characteristics of the respondents. Since the data
gathering takes place over a short period of tinme (90
days), there is no nethod to neasure how these descriptions
may change or how future unknowns, including a change in
the <contractor’s organizational structure or personnel

changes, may affect the study.

In short, future researchers may wsh to rely on
current data through a retest rather than these static
descriptions for a nore accurate view of current PPV

senti nents.

The attitude toward the organizational pl anni ng
policies IS assessed t hr ough a sel f - devel oped
guestionnaire. The nmanner of the questionnaire or other
survey techniques may affect findings regarding PPV

opportunities within an organi zati on’s pl anni ng process.

Finally, the study includes those individuals who are
responsible for the day-to-day managenent of mlitary

famly housing contracts. A survey of nanagenent and non-
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managenment from other departnents nmay reveal different
results.
G DELI M TATI ONS OF THE STUDY

The study delimts the scope in a nunber of ways.
First, the study 1is restricted to DoD construction
contractors and PPV developers, and nore specifically to
those contractors that have received awards including
busi ness agreenents with the DoN concerning Marine Corps
housi ng projects. So, results of this study may not
descri be other, simlar popul ati ons.

Second, the study delimts to a specific service, the
DoN. Therefore, readers should not generalize these results
to other Dbranches because of differences in service
strategies such as acquisition nethods, and size and scope
of projects.

Third, the study specifically concerns MB Canp
Pendl et on. Those interpreting findings from this study

shoul d not assune the results would apply to other areas.

Further, the results my be sensitive to timng of
pendi ng contract awards, contractor’s expectations based on
personal experience with PPV, and the |evel of contractor’s

satisfaction with the Gover nnent.

This study focuses on the award of contracts and
busi ness agreenents by Southwest Division, Naval Facilities

Engi neeri ng Command, within the last three fiscal years.

The research uses only prines as contractor sources

and the conclusions wll not necessarily pertain to
subcontractors. The researcher uses a standardi zed self-
devel oped form for data gathering. Results could be

12



sensitive to the survey instrunment, as well as the |evel of
managemnent i ntervi ewed. This study centers on the Project
Managenent |level for control subjects, perhaps a select
sub- popul ation. A less select control group popul ati on may
indicate different results.

H. ASSUMPTI ONS

The study assunmes readers understand basic |egal,
acqui sition, contracting, and business terns in relation to
Gover nnent contracts, par t ner shi ps, and busi ness
agr eenment s.

l. OVERVI EW OF THE STUDY

As previously stated, the purpose of the study is to

anal yze the principal characteristics and trends of the

construction supplier base. Hopeful | y an understandi ng of
these trends will enhance DoN s current and future mlitary
famly housing acquisition strategy — notwi thstanding, its

focus on Canp Pendl et on.

Chapter Il provides a review and analysis of the
supporting relevant literature. It di scusses the
background of Navy housing at MCB Canp Pendl eton, housing
options, and the legislation enacted in recent years that
is shaping the mlitary fam |y housing program

Chapter 111 presents the nethods and procedures of the
st udy. Chapter |V presents and analyzes the data
col | ect ed. Chapter V consists of +the conclusions and
recomendati ons. The final chapter answers the primry
research questions raised during the study regarding the
Navy’s opportunities to inprove construction contract
managenent. The researcher concludes with the inplications
of the trends analysis, as well as a sumary of findings
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di scussion of their inplications, and suggestions for

further research.
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I'1. CONSTRUCTI ON SUPPLI ER BASE

This chapter provides a review and analysis of the
studies relevant to the principal <characteristics and
trends of the construction supplier base, examnes the
relati onship between the Governnment and Contractor, and
assesses the inpact on the DoNs current and future
mlitary famly housing acquisition strategy on Canp
Pendl et on. The review itself 1is organized in sections:
mlitary famly housing |egislation, current mlitary
famly housing acquisition strategy, acquisition process,
MCB Canp Pendl eton i ssues, and contractor trends.

A RECENT HI STORY OF M LI TARY HOUSI NG LAWS

This section discusses a historical overview of
mlitary famly housing, wth special attention paid to
recent federal |aws pertaining to Public - Private Ventures
(PPV). The Federal Governnent previously used PPV's to
obtain private financing of the initial capital and create
a long-term lease partnership wth private investors.

Recent legislation attenpted to broaden its application.

The FY-95 National Defense Authorization Act provided
the Secretary of the Navy authority to establish a Housing
| nvestnent Board to identify, evaluate, and recomrend
partnerships with housing devel opers [ NAVFAC Policy Itr Sep
1999]. Congress selected the Navy as the test service to
use this new Limted Partnership (LP) authority in an

effort to stinulate devel opnent of housing nmarkets.

Based on this authority, the Navy established a board
to test market this new authority. The board selected

Corpus Christi, Texas, and Everett, Washington. These
15



| ocations had smaller housing markets, existing housing
deficits, and a higher |ikelihood of interest by housing
devel opers. DoDs plan was to achieve quick, small
successes and gain nonmentum and political support for
| arger, nore anbitious PPV projects [Ayers, June 2000].
DoD planned the larger markets of Norfolk, Virginia; San
Diego, California; and MCB Canp Pendleton for the second
round of PPV.

The FY-96 National Defense Authorization Act expanded
the LP authority to other services and provided a nunber of
new authorizations known as t he Mlitary Housi ng
Privatization Initiative (MAPI) Act (P.L. 104-106) [ NAVFAC
ROCC Policy Itr Sep 1999]. The services were provided
with additional private sector methods to operate,
mai ntain, repair, inprove, replace, and construct new

mlitary famly housing.

Congress originally authorized the PPV program
authority with a five-year performance assessnent [CNO PPV
Housing Policy Meno: Jan 1995]. Congress set this
timeframe as a sufficient period to evaluate the potential
long- term feasibility of Public -Private Ventures. The
FY-96 Authorization Act (sections 2873, 2875, 2877, 2878,
2880, and 2881 of the MHPI) provided opportunities for the
Federal Governnent to use the following tools [CRS Report
VHPI : July, 2001]:

. Direct loans and |oan guarantees of up to 80% of
the value of the project

. Leasi ng homes to be constructed by a devel oper

. | nvestnents into non-governnental entities, such

as the limted partnerships authorized in FY-95
The Act expands the authority of the FY95
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| egislation by allowing conveyance of I|and or
facilities as the mlitary's contributions to the
partnership

. Rent al guar ant ees

. Differential |ease paynments to suppl enment service
menbers housing allowances (BAQ VHA) in order to
encourage the |esser to provide avail abl e housing
to mlitary menbers and reduce out of pocket
costs to the service nenbers.

One of the primary reasons for these initiatives was
to inprove the quality of life of junior enlisted service
nmenbers [CNO PPV Housing Policy Mno: Jan, 1995] who have
identified out of pocket costs for housing and sub-standard
housing as significant reasons for |eaving the services.
This was reflected in the trend of declining re-enlistnents

during the 1990's of junior enlisted.

Duri ng 1996- 1998, t he Depart ment of Def ense
established the Housing Revitalization Support Ofice
(HRSO to coordinate application of these new initiatives
from concept devel opnent, narket survey, analysis of
alternatives, recommendations, initial site visits to fina

solicitations and awards [Ayers, 2001].

After examning the progress or |ack thereof wthin
the first two years of MPI inplenentation, the GAO
criticized DoD for its slow progress [GAO Mtigate
| nequities: Sep 1996]. Speci fically, in 1998, GAO
denonstrated that initial evaluation of |ife-cycle costs of
privatized housing conpared wth traditional mlitary
famly housing showed a potential cost saving of only 10%

or | ess.

GAO further criticized the DoDs use of a 50- year

| ease period as too long of a commtnent since DoD was
17



unable to accurately forecast housing needs, which may not
exist [GAO Inprove OQOperations: Sep 1998]. GAO further
cited a need for better long-term planning and coordi nation
with | ocal communities.

DoD responded to the GAO criticism by changing its
original PPV execution plan. Since only the two small-
scale, on-base projects (Corpus Christi and Everett)
reached the solicitation phase during the first two years
for PPV, DoD responded to criticism by switching from a
centralized managenent structure to a de-centralized
approach [Ayers, 2001]. This enpowers the Services to

i npl ement their own privatization initiatives.

Anot her factor for the slow start was DoN s revision
of its PPV strategy. This plan would eventually reduce out
of pocket expenses to service nenbers from 15% to zero, but
del ayed initial approval by four nonths [NAVFAC Famly
Housing Privatization Plan: Jun 2001].

In 2000, GAO issued a followup report which stated
that since no projects under the MPI has been fully
inplenmented there is no evidence to prove that PPV
processes are faster, nore economcal, and can elimnate
i nadequate housing within DoD s tineline [ GAO Concerns: Apr
2000] .

GAO encouraged the DoD to develop evaluation plans to
i nclude neasurenents of evaluation of each authority,
compari son of act ual to esti mat ed proj ect costs,
devel oper’ s performance, and housing residents satisfaction
surveys. DoD concurred with the recomendations [GAO
Concerns: Apr 2000]. As a result, the Navy awarded four
project, including the first phase at MCB Canp Pendl eton
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Al so, twenty-six DoD privatization projects were in various
stages of developnment. DoD released solicitation packages
for twelve projects and devel oped nore than fourteen nore

projects using the initiatives [Ayers, 2001].

Based on the recent inplementation of the NP
initiatives wthin the last several years, Congr ess
recently reauthorized the program through Decenber 31, 2004
[Union Tribune: Aug 2001]. Ext ensi on of the program was
due to the nunerous projects in developnent and the
response from industry regarding the use of these
initiatives.

B. ACQUI SI TI ON STRATEGY | SSUES

The Navy and Marines have relied on a variety of
private sector initiatives for acquiring housing since
Wrld wWar 1. Initially, the scope of mlitary famly
housi ng was mnmuch smaller and existing legislation did not

provi de rmuch flexibility for private sector initiatives.

During Worid War |1, DoD met the demand for mlitary
famly housing through a conbination of on-base and |oca
comunity resources. Oficers and/or their famlies
conprised the majority of the mlitary famly housing poo
[CRS Report WMHPI: July, 2001]. Most of the enlisted

troops were housed in ships or in bachel or barracks.

However, housing requirenents grew and traditional
M LCON appropriations were not sufficient to nmeet the needs
for mlitary famly housing. Congress then introduced
several initiatives in order to encourage private sector
finance and devel oper involvenent [CRS Report WMHPI: July,
2001] .
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Wherry and Capehart housing progranms becanme popul ar
because they elimnated the need to appropriate funds in
advance by using private sector financing to build units
for mlitary service nenbers [CRS Report IHPI: July, 2001].

Wherry housing was the first private sector initiative
i mpl enment ed. Known as P.L. 81-221, and lasting six years,
from 1949 to 1955, this program allowed Services to sel ect
best qualified builders to neet the needs for each base.
The buil der secured private financing and constructed hones
on CGovernnent-controlled land for rental to mlitary
personnel [CRS Report WMHPI: July, 2001]. The Gover nnent
changed the program after several years to avoid sole

source situations and increase conpetition

I nstead  of dealing solely wth  builders, t he
Gover nnment decided to build relationships wth the
designers. This led to Architect-Engineer firns devel opi ng
standard base and nei ghborhood housing plans [ NAVFAC Family

Housing Privatization Plan: June, 2001]. Bui | ders woul d
t hen conpet e agai nst t hese standard pl ans and
speci fications. This program provided the majority of
mlitary famly housing in existence today. Under this

approach, the private developer kept the title to the
property. In 1957, the Services began purchasing the

Wherry units fromthe devel opers.

The next private financing initiative, Capehart
housing was simlar to Wierry except that title was turned
over to the Federal Governnment upon the conpletion of the
project [CRS Report WMHPI: July, 2001]. And instead of
receiving a housing allowance and paying rent to the

devel oper, as in the previous Werry initiative, Capehart
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tenants forfeited their housing all owances and DoD paid the

nmor t gage.

During the Cold War, turnkey operations becane the
favored method for procuring Navy housing. In the 1980’ s,
t he Gover nent favored invitation for Bi d (1 FB)
procurenents [Ayers, 2000]. The Navy devel oped the plans
and speci fications relying on i n- house resour ces.
Government control was nore inportant than the cost of the

proj ect .

In the late 1980's, there was a shift to a nore
design-build focus |[Southwest Division Small Busi ness
Trends: Nov 2001]. In the 1990’'s, DoD introduced turnkey
projects based on requirenents criterion and 801 and 802
| easing prograns (P.L. 98-115) so contractors could finance
the construction of mlitary famly housing [Ayers, 2001].
However, because of the Governnent’s financial accounting
system the |easing prograns inpacted the Services’ budgets
and reduced funds for other projects. These nmade the
Servi ces choose between construction funding projects. DoD
could not justify their wuse and therefore could not
mai ntain its support for these types of projects.

The lack of consistent and sufficient funding sources
for mlitary construction, renovation, and repair has |ed
to the MHPI public-private venture becom ng the Navy/ Marine
Corps’ preferred nmethod for neeting housing needs [CNO PPV
Housi ng Policy Menpb: Jan 1995].

However, DoD has also introduced the concept of
per f or mance criterion speci fications in whi ch t he
contractor develops the solution using its design team
This places nore risk on the contractor, but provides nore
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opportunity for inproved efficiencies in their processes

and increases their potential profit [Ayers, 2001].

In recent years, DoD has changed its policy in several
ways. First, the Services concentrated efforts to
accommodate the growing nunber of enlisted nenbers wth

famlies. Second, prior to the recent PPV initiatives,

DoD favored private sector housing for the famlies of
both officer and enlisted personnel in areas in which it is
avai |l abl e and affordable [CRS Report MHPI: July, 2001].

The acquisition strategy for PPV appears to offer the
maxi mum feasibility benefits when considered for projects
such as the follow ng [Ayers, 2001]:

. Repl aci ng rather than constructing new units;

. Renovati ng rather than repl acing;

. Using multi-famly dwellings where possible;

. Using m nimal | ease and | oan peri ods;

. Construction for as many units as possible; and

. Selecting areas where the l|and has value and

rents exceed operating costs.

However, DoD policy requires that all MHPI projects
achieve a leverage of at least a 3 to 1 ratio [DoD Draft
Policy Meno: 1998]. This is sonetinmes conplicated because
the Government has not done a good job conparing estinmated
to actual costs. The Government’s ability to accurately
track these estimates and actual costs has raised concerns

of the auditing agencies.

Recent PPV projects have seen |leverage ratios
calculated at 3 to 1 (mninmum requirenment) up to 33 to 1
[ MCB Canp Pendl eton Phase |1 PPV Brief: May 2001]. Because
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of this, challenges exist wth developing an effective
acquisition strategy in which agencies identify PPV as

their preferred choice.

Currently, GAO shows cost savings from PPV at about
10% [ GAO Continued Concerns: Apr 2000]. However, in the
sanme report, GAO admits that they have not gathered enough
data at this point to reach conclusive results. Studies
show that agencies can interpret circunstances in favor of

or agai nst PPV.

The NAVFAC relies on PPV Planning in order to
alleviate sonme of the potential problens. Their approach
consists of a four-point plan that includes schedule,
checklist, base services, and marketing [NAVFAC Fanmly
Housing Privatization Plan: Jun 2001]. As part of
scheduling, the agency appoints a steering conmttee,
flowcharts al | si gni ficant activities, encour ages
st akehol der invol venent, and conducts face-to-face neetings
in order to engage wth those responsible for tracking the
progress of action itens.

Checklists such as base contracts, utilities plans,
| eases, allotnents, and transition nmanagenent are used for
item assignnment and tracking [NAVFAC RO CC PPV Policy: Sep
1999]. Base services consideration requires eval uation of
fire and police protection, utilities, school s,
recreational servi ces, famly services, and existing
contracts. The ot her component mar ket i ng, requires
devel oper -led neetings and brochures and interactive web-
based information tailored to the unique aspects of the

particular community [Ayers, 2001].
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C. PPV ACQUI SI TI ON PROCESS | SSUES

The Acquisition Process requires evaluating housing
needs for renovation, replacenent, and construction based
on a scoring systemthat provides life cycle cost estimates
and prescribes the | owest cost alternative [Navy Threshol ds
Reporting Brief: Jan 2000].

In support of MCB Canp Pendl eton, the Navy and Mari nes
prepare a site review and feasibility study as part of this
process [MCB Canp Pendleton, Privatization Concept Brief:
May 2001]. This includes evaluating the current | ocal
private housing market and preparing a cost-benefit
conparison between the wuse of a MNP package and
traditional construction mnethods. This determnes the
deci sion whether to pursue PPV or traditional nethods.

Once the Navy conpletes a cost justification analysis
and receives proper approvals, the Service notifies
Congress of its intent to issue a Request for Proposal
(RFP) [ Ayers, 2000] . After Congress approves the
devel opnment of PPV projects, the supporting contracting
activity prepares the RFP and notifies Congress of its
intention to issue the RFP [Ayers, 2001]. In the case of
MCB Canp Pendleton, NAVFAC Southwest Division provides

contracting support.

Then the two-step source selection process begins.
First, the agency releases the Request for Qualifications
(RFQ under full and open conpetition procedures.
Devel opers submt their Statement of Qualifications (SOQ,
whi ch the Source Selection Board (SSB) reviews and selects
a maxi mum of four offerors to participate in the next step
[ Shore Installation Progranm ng Board: March 2001].
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Second, the agency issues the RFP for two proposals,
cost/financial and technical, which the board evaluates
i ndependently of one another. During this process, the
Government nmay encourage oral presentations to provide
contractors and devel opers and opportunity to present their
t eam This gives the Governnent a chance to evaluate the
teans against the source selection factors. Most agenci es
encourage oral presentations as an opportunity to evaluate
the project team and their managenent. Once the SSB
recommends a contractor to enter into negotiations, the SSA
and NAVFAC nust grant approval [De Luz Public -Private
Venture (PPV) Inplenentation, Novenber 2000].

After negotiations and DoN OSD approval, Congress
requires notification. The service nust transfer specific
housing funds for the project, and all parties sign a
busi ness agreenent.

D. MCB CAMP PENDLETON HOUSI NG | SSUES

The Navy's reliance on conmercial housing near MB
Canp Pendl eton has not net the rising demands of the base.
There are several reasons why on-base housing denand
exceeds the supply. First, the dream of home ownership
remai ns unattainable for nost due to current economc and
mar ket conditions [Navy Region Southwest PPV Report: My
2001] . Second, a lack of rental properties in the |oca
commuting area forces Service nenbers to comute between
three to four hours each day, and third, the insufficient
Gover nment - provi ded housing subsi di es, known as Basic
Al | owance for Housing (BAH), neet only approxi mtely 80% of
the housing costs [CRS Report IWMHPI: July, 2001]. Mar i nes
nmust pay out of pocket to cover the additional costs.
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Areas such as MB Canp Pendleton, in which |[ocal
housing remains extraordinarily expensive or wunavail abl e,
have created a demand for inproving the quality of life for
its sailors and Marines by lodging nenbers and their

famlies in quarters built with appropriated funds.

This surge of demand by both officer and enlisted
personnel has al so denonstrated that ol der on-base housing
does not neet the current size and standards of today’s
service nmenbers and their famlies. (DoD constructed the
majority of units during the early years of the Cold War,
bet ween 1950 and 1966) [CRS Report MHPI: July, 2001].

In the past, MVLCON projects served the needs for
renovation, repair, and construction. However, the |engthy
planning cycle for these projects conbined wth the
uncertainty of funding and the famly housing crisis has
created a need to evaluate innovative ideas [Ayers, 2001].

From this, several factors contributed to the PPV
becomi ng the acquisition strategy of choice for MB Canp
Pendl et on. Rapid regional growth since Wrld War |l (nore
than any simlar sized region in the United States) and
ur bani zation increased in the Los Angel es-San D ego region
[Union Tribune, Aug 2001]. Commercial and residential
devel opers and builders conpeted to acquire properly zone
| and or revise zoning regulations for their projects. This
caused the price of the land to increase and made single-
famly housing unaffordable for the nmmjority of mlitary

servi ce nmenbers.

Al so, due to the State of California s |aws concerning
construction defects, nobst builders avoided multi-famly
housi ng units or townhouses. Communities and devel opers
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worked together to |imt the developnent of affordable
fam ly housing [Union Tribune: August, 2001]. For exanple,
the city of Cceanside (and other areas) allowed devel opers
to pay a fee in lieu of building affordable housing. This
comuni ty-backed practice was supported in an effort to
cl ean up COceanside during an era of downsizing after WA I.
Unfortunately, during the last twenty years, as the size
and housing requirements of MCB Canp Pendleton grew, the
nunber of affordable housing units available continued to

decl i ne.

The Navy rejected use of MCAS El Toro's (a BRAC
casualty) mlitary famly housing to neet MB Canp
Pendl eton’ s needs because of concerns over comruting tines
and di stances [ Navy Regi on Sout hwest PPV: May 2001].

Until recently, a mnmultiple award contract served as
the primary source for wholehouse renovation and repair
projects at MCB Canp Pendl eton. This contract encourages
four contractors to conpete for renovation and repair task
orders. During the last three years, the Navy awarded task
orders at San Onofre and Forster Hills for repair of nore
than 500 housing units under this contract. However, the
greatest periods of growmh in the history of mlitary
famly housing occurred wthin the previous era of
privatization. So DoD has gone back to these nethods but
this tine with a nore attractive arrangenent. As a result,
in 2000, the DoN reached a business agreenent w th Hunt
Construction Corporation to renovate the oldest housing
area on base [De Luz Public -Private Venture (PPV)
| mpl ement ati on: Nov 2000]. The DeLuz housing area consists

of 512 units built in 1954, which were last renovated in
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1983. Hunt will construct 712 mlitary famly housing
units to nmeet the needs of enlisted nenbers and inprove
their quality of life. Hunt has formed a Limted Liability
Corporation known as De Luz Housing, LLC as the business
entity with which to deal with the Navy [ Sout hwest Division
PPV Concept Brief: May 2001.

E. CONSTRUCTI ON HOUSI NG SUPPLI ER BASE TRENDS

The researcher reviewed the construction industry
trends because of their potential inpact in shaping how the
MCB Canp Pendleton pursues its current and future housing
acquisition strategy. The literature also provides
information for conmparing opinions of mlitary famly
housing contractors in this study with others outside of
t he study group.

The literature identified the followng trends as
significant in the housing construction and devel opnent
i ndustry: technol ogi cal advancenents, bonding requirenents,

liability issues, and strengthening the role of the

desi gner.
1. Technol ogy Advancenents
The literature i ndi cat es t hat t he construction

i ndustry increased productivity, in recent years, by using
hand held conputers and software prograns to conmunicate
with their headquarters. Products such as Palm pilots,
Pocket Pcs all ow contractors to organize and update schedul e
information, prepare and process requests for information
(RFI's). Contractors can use these wireless data devices to
process change order requests, e-nmail orders to suppliers,
schedul e turnover of housing units to Governnent personnel,
and send el ectronic photos [ENR My 2001].
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Mobil e conmputing allows contractors to reduce trips
back to their field office saving costs. This private
sector initiative simlarly supports DoD s objectives of
paperl ess contracting, (Paper Reduction and Elimnation

Acts), and el ectronic contracts.

Research indicates that continued success of these
products increases productivity, and provides real tine
data transfer, approvals, and feedback to the job site
[ ENR, May 2001].

2. Bondi ng Requi renents

Surety underwiters have seen an increasing ratio of
net losses to direct premuns, over the last three years.
In 1998, the loss ratio was 22% in 1999 24% and in 2000
27% [ENR, April 2001]. This trend may nean contractors
that had previously had bonding limts of $50 mllion may
find that they can only receive bonding of $30 mllion to
$40 mllion. Another effect is that prem uns may increase
[ENR, April 2001].

The concern anpong contractors is that surety which has
been based on the mlitary famly contractor’s credit and
reliability may now require the pledging of contractor’s
private residences to cover potential |osses [ENR April
2001] . In the past, contractors were able to shop around
wi th numerous surety conpanies to achieve the best deal and
were wusually able to avoid personal guarantees. Now
however, fewer sureties exist. The remaining sureties are

reeval uating their construction contractor rel ationshi ps.

Sureties rely on construction contractors for 60% of
their business and small construction firnms are defaulting
at a rapidly increasing rate [ENR  April 2001]. The
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inmportance of this literature to the thesis topic is that
the Government, may face higher costs and have fewer snal

busi ness contractors able to receive surety bonding. Thi s

inplies that in future years, large business contractors
wi || have advantages over snmaller firns in obtaining surety
bonds.

3. Liability Issues

The literature also revealed a trend of |awsuits by
construction firnms who used software bid estimating and
eval uation systens. The construction firns that used these
software products blanmed the software for mal functions that
caused their bids to be lower, in sone case mllions of
dollars less than it shoul d have been [ENR Feb 2001].

Construction contractors however have not found the
courts to be synpathetic. The growng reliance on
technol ogy discussed above, especially systens wth
unproven reliability, places responsibility on the user to
check their work. Prograns are released with flaws that

could inpact calculations of delivery and performance

schedul es and bid estimtes. Software conpanies are able
to limt their liability by using consequential economc
damage di scl ai mers. These disclainers nay appear on the

outside of a diskette pouch or the inside of owner’s nanual
[ ENR, Feb 2001].

The researcher finds these developnents inportant
because of the growing reliance on estimating software and
spreadsheets by both DoN and the contractor comunity.

4. Rol e of the Designer

The Construction Omers Association O Anerica (COAA)
has published a new performance-based design nodel for
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architects [ENR May  2000]. This design agreenent
radically changes the AIA contracts nodel, which extends
some special protections for architects at the owner’s
expense. Instead the COAA nodel drops AlIA |anguage that
absolves architects of any role in a dispute between an
owner and contractor. The COAA elimnates intellectual
property classification of design work and gives the owner
exclusive reuse rights of the design [ENR May 2000]. The
trend behind this new push is that the |egal grounds for
desi gners are changi ng. Courts have limted tort remnedies
based on negligence in construction clains. The research
indicates construction clainms against designers are best
deci ded based on the terns of the contract [ENR May 2000].

However, pl aci ng nor e responsibilities on t he
designer, may increase their insurance costs and in turn
their design fees [ENR My 2000]. Owmers woul d benefit
from nore specifics in terns of schedul es, establishnment of
a seven- day shop dr awi ng review deadline, and
designers’ obligations to a detailed construction role.

This trend is significant because of the potential
future inpact on the design industry, which works closely
with the construction contractor and developer in PPV
proj ects. Deciding on duties and responsibilities in the
new PPV environment will mean the entire key players to
exanmine their current role and adapt to match the evol ving
needs of the PPV nodel.

F. SUMMVARY

This chapter presented selected literature that
examned the issues concerning mlitary famly housing

| egislation, current mlitary famly housing acquisition
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strategy, acquisition process, MIB Canp Pendleton issues,

and contractor trends.

The resear cher pr esent ed t he connecti on of
Congressional influence in the direction of mlitary famly
housi ng and the changes in privatization |laws to encourage
addi ti onal devel opnent . The literature indicated a
connection between the lack of affordable off-base housing
and rental properties with the increase in demand for on-

base housing which is hardly surprising.

The literature provides support for this study’'s
hypot heses that DoN primary construction supplier base
responds to shifts in Navy acquisition strategy from sole
source, conpetitive award, or nultiple award renovati on and
repair contract, to a PPV devel opnent contract |[possibly
with a Limted Liability Conpany (LLC)]. The current trend
seens to favor LLC. The literature suggests that nultiple
award and sole source contractors nmay continue to neet the
smal ler market of renovation and repair work that is not
covered by PPV projects.

The literature also introduced trends identified in
the last several years that affect mlitary famly housing
construction contractors, developers and LLCs: technol ogy
advancenents, bonding requirenents, liability issues, and

strengthening the role of the designer.
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I11. METHODS AND PROCEDURES

A CONCEPTS

This chapter presents the nethods and procedures of
the study. For the purpose of presentation, the researcher
di vided the chapter into five sections: Description of the
Subj ects, Description of the Research Instrunentation,
Description of the Procedures, and Focus of the Study.

B. DESCRI PTI ON OF THE SUBJECTS

The subjects for this study were six construction
contractors who were under contract wth the Naval
Facilities Engi neeri ng Command ( NAVFAQC) , Sout hwest
Division, in the state of California from 1999 through
2001. These subjects participated in the Miltiple Award
Construction Contract (MACC), a program where contractors
conpete for task order work for housing whol ehouse repair,

renovati on and constructi on.

Sout hwest Division NAVFAC awarded one of t he
contractors a Public Private Venture project in the San
D ego area. The researcher drew the participants from an

initial pool of 106 partici pants who request ed
solicitations for the various contracts. This sanple
represents all contractors who submtted proposals and
received housing awards during the target peri od. The

researcher used no additional sanpling. He requested that
subj ects conplete the entire questionnaire. However, he
did not elimnate them from the study if they failed to

conplete the entire testing.
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The researcher restricted the study to nanagenent
per sonnel . Managenent and non- managenent from other
departments nmay have reveal ed different results.

C. DESCRI PTI ON OF THE RESEARCH | NSTRUMENTS

The research instrunents consisted of f our sub-

sections:

. A literature review and synthesis of relevant
mat eri al , per sonal , t el ephone, and e- mai
i ntervi ews,

. A review of public laws pertaining to mlitary
housi ng construction, specifically, mlitary
fam |y housing and public private initiatives,

. DoD, DoN, Mari ne Corps, Southwest Division,
Naval Facilities Engi neeri ng Command
( S\WDI VNAVFACENGCOVM), and Marine Corps Base (MCB)
Canp Pendl eton policy and guidelines, and reports
by the Congressional Budget Ofice (CBO, the
General Accounting Ofice (GAO, and

. Researcher’s observations and experiences, and

two page aut hor-devel oped questi onnaire.

The questionnaire contained 19 statenents designed to
assess the respondents’ opinions regarding recent changes
in mlitary famly housing acquisition strategies. The
second page of t he guestionnaire cont ai ned seven
denographi ¢ and background questions which assisted in
classification purposes. The researcher arranged the
classification questions by various categories. A copy of

t hese denographi c categories can be found in the Appendi X.

The researcher arranged the 19 opinion questions on a

five point Likert-type format, ranging from 'strongly
di sagr ee’ to "strongly agree.' Sever al contract
speci alists developed the 19 opinion statenents. Al of

the contract specialists were famliar with the subject of
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mlitary famly construction and the recent changes
affecting the industry. Each panel nenber possessed a
m ni mum of 7 years of experience in the acquisition and/or

contracting field.

The panel initially generated 30 potential statenents.

The researcher reviewed the questions based on the scope of

the thesis to ensure their applicability. Based on the
review, he derived a final list of 19 statenents (see
Appendi Xx) . Addi tionally, the rigor given to the

devel opment of the statenents insures a degree of content
valid for the opinion statenents.
D. DESCRI PTI ON OF THE PROCEDURES

The nmethod used included the exam nation and anal ysis
of relevant literature. Included in the review were the
i ssues surrounding the mlitary construction supplier base.
The researcher found nunmerous relevant reports, briefings,

and plans related to the subject.

Also, the researcher found several thesis studies

including An Analysis of Public/Private Ventures for the

Construction of Mlitary Famly Housing (Barrera, 1990) and

Optimzing the Privatization of Mlitary Famly Housing

(1998). These sources provide a historical review of the
M LCON process, include an analysis of the problens, and

provi de an understanding of a privatization strategy.

The l[iterature revi ew al so provi ded current
information and data, which adds to the database of
information gathered since the previous two thesis studies
were prepared. By reviewi ng current Congressional reports,
including GAO and CBO studies, the researcher provides
relevant information that can be analyzed and applied to
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the current nmilitary famly housing situation at MCB Canp
Pendl et on.

The literature review provided the researcher up-to-
date infornmation. These reports fornmed the basis for the
devel opnment of relevant research questions presented to the
contractors in support of the primary and subsidiary

guestions devel oped by the researcher.

Addi tionally, per sonal and t el ephone i ntervi ews
present the effects of DoD, DoN, and NAVFAC policies which
have been introduced. The interviews exam ne their degree
of inplenentation and refinenents that have occurred since
their initial introduction.

E. FOCUS OF THE STUDY

The design of the study focused on 3 nmain areas: the
1996 Nat i onal Def ense Aut hori zati on Act, Def ense
Depart ment , Navy and | ocal agency pol i ci es, and
resear cher’s observati ons.

1. FY 1996 National Defense Authorization Act

The Act, which President dinton signed into |aw,
created a Mlitary Housing Privatization Initiative. Thi s
| aw provides DoD with a variety of authorities. These new
rules allow the Federal CGovernnent to obtain private sector
financing, expertise, and managenent to revitalize mlitary
fam |y housing. This study shall examne the effects of
these authorities and the selection and reasons for use of
such by the Navy for housing at MCB Canp Pendl et on.

2. Def ense  Departnent, Navy, and Local Agency

Pol i ci es
The recent i npl enentation  of the privatization

initiatives has led to the issuance of guidance and policy
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at the organizational |evel. This study exam nes the
timeframe for the inplenmentation of such polices, and the
Resi dent Oficer in Charge of Construction (RO CC
interpretation of such policy. Also the policy section
shall examne the use of direct |oan and conveyance or
| ease of land or units approaches for the PPV project(s) at
MCB Canp Pendl et on.
3. Qobservations of the Researcher

The researcher relied on his own observations because
of his experience working on the team responsible for
acquiring housing services at NAVFAC, Southwest Division,
San Diego, California. The observations are based on
numerous awards in support of the housing construction and
design contracts for Canp Pendl eton. These i ncl ude
assignments on the West Coast Housing Support Team the
Regi onal Housing Construction Support Team and experience
as a nenber of the RAOCC office team responsible for
mlitary famly housing construction post-award managenment

and adm ni stration.

Al so, the researcher attended numerous mlitary famly
construction nmeetings. These neetings and conferences wth
contractors and other Governnent representatives covered
vari ous housing issues including the managenent of mlitary
renovation, replacenment and construction, including public
private ventures.

F. PROCEDURES OF THE STUDY

The researcher distributed the questionnaire to the 6
volunteers based on their firms execution of mlitary
famly construction on base and their relationship with the
RO CC of fice at MCB Canp Pendl et on.
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The researcher distributed the questionnaire packets
in a standardi zed nmanner, and collected all data during one

week.

The researcher approached potential subj ects as

foll ows.

Hello, ny nanme is Stephen Cannon and | am a
student at the Naval Postgraduate School of
Busi ness and Public Policy Studies. Wuld you be

willing to participate in a research project that
you can conplete on your own and return in within
the next five days? It will take about 25
mnutes of your tine and wll be greatly
appr eci at ed. | do not need to know your name or
addr ess.

The researcher guaranteed conplete anonymty to al
subj ects. Participants were given an opportunity to receive

a copy of the overall results if they so desired.
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| V. DATA AND ANALYSI S

A | NTRODUCTI ON

As was stated in Chapter 1, this study exam nes
potential PPV developers and current housing construction
contractors’ attitudes towards the Navy’'s recent trend in
t he design, construction, and maintenance of Marine Corps
mlitary famly housing units at Canp Pendl eton. The study
| ooks at the contracts, including task order awards, and
busi ness agreenents entered into between the Governnent and
famly housing construction contractors during the period
of 1999, 2000, and 2001.

To review, the study examned seven construction
contractors [Harper/Nielsen-DIlingham Builders (J/V), Hunt
Bui l ding Corporation, Lend Lease Actus, Sel co, I nc,
Sundt/ N neteman, Joint Venture, (J/V), De Luz Housing LLC
and Lincoln (Property)/Cark (Reality) San Diego LLC.] who
participated in the mlitary famly housing construction,
repair, and renovation mainly at MCB Canp Pendl eton. Two
of the contractors were wunable to participate in the
survey. In those instances, the researcher relied on data
from other sources such as Comrerce Business Daily, and
other public records including newspaper articles and
di scussi ons with ot her contractors and Gover nnent
per sonnel .

B. PRESENTATI ON OF SURVEY RESULTS

The chapter has been divided into five sections,
corresponding to the nineteen questions relating to
construction supplier base nmanagers’  attitudes. The
appendi x contains the entire text of the survey questions.
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This section contains a sunmari zed versi on. These secti ons

i ncl ude the follow ng:

. DoD s Changes in Procurenent Method
. Navy Transfers Ri sk from Governnent to Industry
. | ndustry | ssues

. The R se of PPV and Decline of MLCON, and

. Gover nnment | ssues
1. Changes in Procurenent Methods

The first survey question asked the contractors,
during the |ast three years, if the contractor’s
organi zation, had wundergone any changes in terns of
changing its organizational structure, establishing forma
partnering agreenents with the Navy, participating in Joint
Ventures, and formng Limted Liability Corporations.

a. Organi zati onal Changes

None of the ~contractors stated that their
organi zati onal structure had changed as a result of changes
in the Government’s procurenent nethod.

b. Joi nt Ventures

Har per Construction was the only firm that had

any famly housing construction experience as a joint

vent ure. The researcher found two instances, only one of
which was in the survey period, in which Harper
Construction partnered wth N elsen-Dillingham Builders

Only one of the contractors recently use
C. Partnering Activities

Al'l of the contractors stated that they currently
partner with the Governnment on the larger scale projects
such as the mlitary famly housing construction.
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A Marines spokesnman stated that [PPV] devel opers
partner with DoN because it provides low risk and naxi mum
flexibility. Additionally he stated that this allows
private partners to realize a tax shelter benefit of
owner shi p. The benefit for MCB Canp Pendleton is that it
allows the Marine Corps to apply a larger share of net cash
flow to high-quality operations, maintenance and allows for

recapitalizaiton of units over the negotiated timefrane.

Commenting on the MLCON aspect of partnering,

Mar k E Chase, P. E di rector, acqui sition program
managenent , M LCON, recently stated that the naval
facilities construction, NAVFAC, seeks a greater

partnership with industry, since the Base Realignnent and

Closure (BRAC) program is alnost finished and
nore steady housi ng construction budgets are anti ci pat ed.

There is nmuch discussion within the industry
concerning the future of partnering. Several of the
contractors stated that they were inpressed with the Navy’'s
commtnment to partnering to quickly solve conplex problens
outside of the strict paraneters of the contract.

d. Limted Liability Corporations

Four of the contractors stated that they had
formed LLC s within the last three years. Two of the three
st at ed t hat t he LLC s wer e f or med as separate
organi zational structures and were run as independent
centers with their own resources and separate operations
charters and profit goals. One organization stated that
they used LLC s but did not change their organizational

structure in the process.
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The Navy considers the LLC one of several of
potential structures that can neet the Governnment’s housing
obj ecti ves. The Navy retains participation, oversight and
nmenbership in the LLC structure, but does not retain
ownership during the length of the business agreenent.
Not wi t hst andi ng, within the last several years, t he
researcher’s data indicated that the trend favors LLC
awards. For instance, the San Di ego PPV award and the Canp
Pendl eton PPV award are both LLC awards. LLC has quickly
beconme the preferred business entity for nost regional Navy
PPV proj ects.

2. Transfers Risk from Governnent to Industry

The two nmain questions, which were asked, of
contractors for this section relate to construction
managenent and simlarities, and differences of PPV wth
M LCON.

a. | ndustry Requests

One observation repeated by several of the
contractors was the Governnent’s apparent |ack of funding
and commtnment of resources to the RAOCC office for
prof essi onal engineers, contract managers, and post award
adm ni strati on. The contractors stated that the pre-award
side of contract nmanagenent, which is handled by the
headquarters of Southwest Division, has anple personnel and

business |ine operations. However, the contractors
indicate a problem exists with the ill-equipped, short-
handed, “conbative” personalities of sone of the field

of fi ce personnel.
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b. Constructi on Managenent |ssues

Three of the contractors stated that their
constructi on managenent nethods had changed as a result of
PPV. Two of the firns stated that their nmanagenent
remai ned t he sanme whether PPV or M LCON projects.

One of the primary purposes of PPV, according to
the policy stated in the De Luz Public-Private Venture
| mpl enentation is to |imt the role of RO CC invol venent
and transfer risks and responsibilities to the contractor
and devel oper.

Those that nentioned that they were changing
their managenent nethods stated the need to acquire
property managenent assets, nediation resources, and work
wth the Governnment in a new and dynam c environnent.
These contractors indicated a concern that the Governnent
was short-handed already and feared the Governnent’s
ability to retain and acquire sufficient experts to manage
t he PPV projects.

In regards to MLCON constructi on managenent, the
contractors that indicated no change in their managenent
approach stated that the Marines would al ways use M LCON as
another tool along wth PPV These contractors are
famliar with the Design Build approach that has already

brought about changes in the RO CC s contract managenent.

The contractors antici pate simlar change
affecting the PPV side of the Governnent’s operations.
3. | ndustry Background

All of the contractors maintain operations in Southern
Cal i fornia. Five of the <contractors have their main
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headquarters in San Diego. The others are in Napa,
California, and El Paso, Texas. Al of the contractors’

backgrounds indicated that they are | arge busi nesses.

All of the contractors engaged in the business of
single famly housing construction and nost of the
contractors also indicated in their Central Contractor
Regi stration database information that they construct

mul ti-famly housing.

Five of the areas that data was gathered under
i ncl uded or gani zat i onal structure, comuni cati on and
managenent tools, tradeoffs, acquisition and sustai nnent of
skills, and construction managenent trends.
a. Organi zational Structure

The contractors were asked if their organization
had changed as a result of the type of contract vehicle,
i.e. stand-alone, nultiple award construction contract, and
conpetitive task orders. [ This question differed from the
previ ous organi zational question regarding possible change
inregards to shift fromMLCON to PPV.]

None of the ~contractors stated that their
organi zational structure was affected by the size or scope
of their mlitary construction contracts. The contractors
stated that the manner in which the Government structures
the requirenents does not have any mmjor effect on their
or gani zati on. Several of the <contractors stated that
depending on the contract whether it is a task order or a
stand-alone, they are npbst concerned about contingency
funding to cover CGovernnent oversights and unforeseen
condi ti ons. Two of the contractors stated that depending
on the contract, their contract admnistration mght vary
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to a small degree. This would depend on the size of the

job and the extent of subcontractor coordination invol ved.

Concerning the field presence, and nanagenent
represented, the contract vehicle does not shape their
structure.

b. Communi cati on and Managenent Tool s

Contractors were questioned regarding their use
of conmuni cati on and managenent tools within the last three
years. All of the contractors stated that they are using
sone type of renpte conmunications device such as a palm
pilot of blueberry personal assistant. Four of the
contractors clainmed a greater reliance on the wuse of
Project Managenent software; two contractors stated they
use MEANS estimating software in an electronic format.

Several of +the <contractors stated that their

ability to comunicate sonetimes has been hindered due to

the lack of available |and telephone lines on MB Canp
Pendl et on. A problem nade worse because of the few areas
on base in which cells phones function. One contractor

stated that the ROCC s tendency to have neetings at the
Governnment’s office instead of in the field, places
addi ti onal burdens on their managenent.

C. Tradeoffs

Four of the contractors surveyed said that the
Governnment perforns best value source selection tradeoffs
in a fair manner. One contractor stated that not enough
information was available yet on PPV to determne.
However, as a followup, to this question, the contractor
stated in the MLCON environnment the procedures are
under st ood by the Governnent and the contractors.
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d. Acqui sition and Sustainment of Skills

Al of the contractors said they attend
conferences and sem nars. Oten the contractors and
Government project partners attend the same training
cl asses. One of the contractors stated that they do not
rely on the ROCC office for training classes. Their
opinion was that the RO CC office needed the training as
much as the contractors. Several of the areas of interest
to contractors at this tinme include safety, environnental
pronpt paynent act, Davis bacon, and quality control

e. Constructi on Managenment Trends

The contractors identified a variety of trends
Most of the contractors nmentioned nultiple award contracts
and design build. Two of the contractors nentioned
el ectronic contracting. Four contractors also nentioned
zero or |low contingency funds to handle contract issues.
These contractors expressed concern that the Governnent’s
use of partnering often required nore wrk for the
contractor with little remedy for equitable adjustnents

wi t hout going through a costly, formal clains procedure.

Several of the trends were recently identified
also by the Southwest Division's Small Business Ofice
which stated that during the last ten years contract bids
have gone from 100% to approximately 10% Meanwhi | e
construction best value procurenments have risen to 20% and
design- build best value to 40%

4. PPV Gains while M LCON Declines

PPV has been identified as potentially the nain source
of housing repair, renovation, and construction in the next

ten years. The researcher asked the contractors to
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identify the factors causing the Governnment to shift to a
different way of doing business. Al so, the contractors
were asked to comment on the likelihood of DoD, and the
Marines in particular, neeting their goal of elimnating
substandard housing by the year 2010. The | ast question
about the contractors was directed to their interest in
future PPV projects.
a. Factors influencing Change

The contractors identified several factors for a
shift from the MLCON to PPV approach. Most agreed that
the tinmefrane takes too long and funding has been
i nconsi stent. Several contractors favor mnor renovation
projects over new construction they think there is less
risk in the smaller projects. One contractor nentioned hat
the environnental factors on base and off-base devel opnent
has forced the Marines too examne their own resources i.e.
| and, buildings, etc. as assets to leverage in the PPV
envi ronment .

b. Goal of 2010 to Eli m nate Housi ng Backl og

Al'l of the contractors surveyed stated that they
were confident that the Mirines could fix their housing
problem wthin the next ten years. Three of the
contractors stated that PPV would be the only way the goa
could be reached within such a short tinme frane. The
general consensus was that since the initiative had
received such a high visibility that the program would
succeed despite the cost.

C. Future Pl ans

Al five of the contractors surveyed had plans to

pursue PPV opportunities. Some contractors had nore forma
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pl anni ng groups developed. OQhers said they would pursue
PPV on a case-by-case basis where it best fit their
corporate objectives. Most of the contractors stated that
PPV had the potential for a win-win situation for both the
Government and industry. They said that the Governnent
could achieve a top quality of life programin a short tine
frame, and contractors had an opportunity to participate in
a highly desirable programin which Wall Street and private
investors were interested in owning certain federal
properti es.
5. Gover nment Trends

The last group of questions the contractors were asked
concerned analyzing Life Cycle Analysis, guesti oni ng
whet her PPV  was a faster process, | essening the
Governnment’s role in housing managenent, and maintaining
industry’s interest in PPV.

a. Goal of Lower Life Cycle Costs

Four of the contractors said that PPV woul d | ower
life cycle costs to the Governnent; one contractor was
unsure if this could be calculated at this tinme. Three of
the contractors nentioned that the Government’'s authorities
under the PPV legislation allow the Government to change
the structure of the PPV to best suit the requirenents of
the | ocal devel opers and financi al | enders. The
contractors stated that with this system the Governnent
should be able to Ilower their <costs based on the
conpetitive nature of the |long-term PPV projects.

A life cycle analysis conducted by the Governnent
in May 2001, indicated [minimal] savings of under $100/unit
per year. This conparison also included BAH rates, which
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may fluctuate and may in fact be less than estimated to
cover actual costs.
b. PPV Faster Process

Al of the contractors agreed that PPV would be a
faster process. The value of the Governnent’s assets nakes
the PPV financing attractive to the commercial marketpl ace.
Additionally, the Governnment has to structure its deal in
an attractive manner to bring nultiple contractors and
developers to the project. The Governnment has also
indicated in nunerous briefings that the goal of PPV is to
establish faster housing units; not cheaper units.

C. Less Governnent Oversi ght

Three of the contractors felt that with PPV the
Government would have less oversight of mlitary famly
housi ng construction. One did not know. The ot her
actually thought that the oversight may increase but that
it would be spread across nultiple levels of the Governnent
and not just at the RO CC office and headquarters, but
r at her PPV would receive a |lot nore Congressiona
over si ght. He expected nore GAO reports and other audit
agencies to review the PPV projects and that there would be
increasing levels of rules and regul ations.

d. Mai ntai ning I ndustry’s I nterest

The contractors nentioned several factors that
could maintain the private sector’s devel opnent: Governnent
willing to offer tax incentives, favorable terns, long term
commtment, only attractive option, popularity in state and

| ocal governnents.

Sever al contractors sai d PPV  provides an

attractive investnment opportunity to \Wall Street and
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pension fund managers who are seeking steady rates of
return; not necessarily higher profits. The long term of
the PPV arrangenents is nuch nore attractive than a two or
three year M LCON project. Al so, since the PPV projects
have been underway for several years now, contractors state
that the Navy has |earned from previous experiences, and
they look forward to working with the Navy on future
proj ects because they seem to have a better handle on PPV
at this stage of the gane than other Services.

C. DATA ANALYSI S AND | NTERPRETATI ON

1. Changes in Procurenent ©Methods

The first survey question in this group asked the
contractors if, during the last three vyears, their
organi zation had wundergone any changes in terns of
establishing a new organizational structure, establishing
formal partnering agreenments with the Navy, participating
in Joi nt Vent ur es, and form ng Limted Liability
Cor por at i ons.

a. Organi zati onal Changes

The researcher was not surprised by the response
that the contractor’s organizational structure had not
changed as a result of <changes in +the Governnent’s
procur enent nethod.

Since the Governnent has recently introduced a
new series of different contract vehicles within the [ast
three years, i.e. MACC and PPV, it my be too soon to
determine if the nethod by which the Governnent groups its
requi renents and selects its contractors, causes sufficient
di sruption to the contractor’s organization to change the

very manner in which they do their business.

50



Therefore, the researcher’s opinion is that the
changes the Governnent has introduced nmay not have a | arge
effect on the contract award w nners. Per haps an anal ysi s
of the contractors who did not receive MACC awards or PPV
contracts may reveal that those organizations were forced
to change their nmethods in sonme nmanner.

b. Joi nt Ventures

The researcher was surprised at the lack of Joint
Ventures within the mlitary famly housing construction
i ndustry at MCB Canp Pendl eton. In discussing this issue
with several housing officials, the general consensus was
that the risks were too great for each of the parties

involved in a short-termjoint venture project.

The efforts required by both parties to gear up
for such an effort, develop nethods for comunication
across organi zational structures, present a unified front
to the Governnment, and deal with changes once the contract
began, did not appear desirable to the current base of
contractors. Even the contractors, Harper Construction and
Ni el sen-Di | | i ngham Bui | ders, who partnered in the past, nmay

refrain fromfuture partnerships in the future.

If the use of joint ventures to share risks is
decreasing, the researcher thinks that other nethods have
devel oped in which the contractor shares risks. The two
exanpl es, which shall be further analyzed, include the use
of partnering and Iimted liability corporations.

C. Partnering Activities

The energence of partnering activities and the
extent by which these agreenents supplenent the current
formal contract agreenents between industry and industry
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and industry and Government is a significant issue on the
| arger scale projects such as the mlitary famly housing

constructi on.

This study exam ned the industry and Governnent
partnership which has grown considerably from previous
earlier attenpts of <claim avoidance to a nore mture
relationship of col | aborati ve exchanges, pl anni ng
practices, val ue  engi neeri ng, and  mut ual benefi ci al

arrangenents.

This new type of focus on the partnering
rel ati onship has been enbraced by all of the contractors.
The researcher interprets this connection to the recent
type of contracts which these contractors have entered into
with the Governnent. These long-term MACC contracts with
several option years are generally spread across the entire
west coast of the United States. The contract nmanagenent
and adm nistration required for these conpani es encourages
the close working relationship wth the Governnent.

[In  doing such, since nost projects are
di spersed], when projects occur in one’'s imed ate area,
such as MCB Canp Pendl eton, contractors tend to use their
best personnel and commt significant resources in order to
strengthen their relationship. Li kew se, the Governnent
tends to respond quicker, devote nore resources, and have
better ability to handl e contract management and
adm ni stration issues close to their headquarters base.

d. Limted Liability Corporations

The proliferation of the Limted Liability
Corporation with the Navy assumng the role of the silent
partner, the researcher attributes to the energence of
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Public-Private Ventures. Prior to the two recent PPV
projects, at San Diego and MCB Canp Pendl eton, none of the
prior mlitary famly housing contracts exam ned within the

| ast three years were structured as LLGCs.

In fact, four of the contractors fornmed LLC s

within the last three years. The majority fornmed these
corporations as separate businesses. These LLC structures
oper at e as i ndependent centers from their par ent
or gani zat i on. The team and resources the LLC conmits to

the PPV project nove to the local area and establish |ong-
term partnershi ps and business and financial relationships.
These LLCs, which the Navy prefers as its primary nmeans of
nmeeting its housing objectives, bring stability and
consistency to the mlitary famly housing community.

Since previously funded M LCON projects consisted
of patchwork repairs at best, not all problens could be
addressed at any one tinme due to the nonetary
constrictions, and the size and scope of the contract.

Since PPV and LLCs bring consistent funding
streans, while still preserving Navy participation and
oversight the researcher contends that the devel oper wll
have better ability to plan for repairs, fund inprovenents,
and maintain the long term habitability of the housing
units because of their organization's ability to quickly
respond to the situation and solve the problem The
researcher expects the LLC to beconme the Navy’'s and DoD s

preferred method of nmanaging privatizati on assets.

The table below indicates the range of positive
responses to each of the four questions posed in section
one.

53



5_
i O0Org Changes
3¢ :
B Joint Ventures
01 (V)
W Partnering
1¥°
gLLC
0_
Affirmative
Responses
Tabl e 1. Range of Positive Responses to each of the Four

Questions from Section 1.

Survey Questions of Above: 1-4. What extent did
your organization change in terns of establishing a new
or gani zati onal structure, establish formal partnering
agreenents with the Navy, form Joint Ventures, or devel op
LLCs?

2. Transfers Ri sk from Governnent to I ndustry

The researcher analyzed in this section the two main
guesti ons. One, how can the DoD inprove construction
managenent and two, what are simlarities and differences
of PPV and M LCON.

a. | ndustry Requests

Since several of the contractors expressed
concern about the lack of funding and conmtnent of
resources to the ROCC office in ternms of professional
engi neers, contract manager s, and post awar d
adm nistration, the researcher thinks that the Southwest
D vision should shift nore resources to the field activity
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at MCB Canp Pendleton or co-locate the Project Leaders at
the field offices and allow them to work from the field

of fice several days a week.

The organization has failed to respond to the
fast paced nature of the construction industry in which
time is noney. The few technical personnel that the RO CC
office is able to commt to the housing projects is
i nsufficient for the size, scope, conpl exi ty, and
engi neering expertise required [mechanical, electrical,

structural, etc.]

Currently, t here are no i ncentives for
prof essional engineers to work at the field office because
of the lack of pronotion opportunities. The researcher
formed this opinion based on interviews wth severa

engi neers.

So instead of the contractor interfacing wth
Governnment professional engineers, the contractor is often
times left to deal with an Engineering Technician or a
Governnent-hired contractor who wusually leaves within a
year .

Based on the researcher’s observations having
worked within the field office, these issues nake the
M LCON contractor’s job much nore difficult. Oten tines,
the contractor does not have a counterpart on the
Government’s side who possesses the level of project
expertise which should be expected for projects of this
size. Unfortunately, because of the Government’s inability
to commt resources to these contracts and establish a

sufficient field presence, the contractor occasional
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substitutes |ess experienced, and less professionally

qgual i fied personnel to run the project.

Because of the way in which the MLCON projects
were operated when problens were discovered by either the
Government or the contractor, the problens were usually of
a significant nature and required high |evel managenent
intervention, and the establishnent of formal partnering to
deal with these issues outside the boundaries of the fornmal
contract agreenent.

b. Constructi on Managenent |ssues

Since nost, but not all, of the contractors who
are conducting PPV projects stated that their construction
managenent had changed as a result of this new approach,
the researcher cites this a trend and also a cause for

concern.

As stated previously, limted RO CC involvenent
has becone the goal of PPV with risks and responsibilities
for the nmanagenent transferred to the <contractor and

devel oper.

The problem during this state of change is that
while the ROCC s current size and expertise matches the
expectant role of PPV, it fails to neet its current

organi zati onal mssion, which is still nostly M LCON based.

Wile the recent PPV project at MB Canp
Pendl eton has caused significant <changes in the PPV
contractor’s contract managenent approach, the PPV housing

units in Phase one of 712, represent |ess than 10% of the

overal | mlitary famly housing wunits on base. The
researcher acknow edges that a phase Il of PPV may take
over the remining units. However, the researcher is
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concerned about the effects of one contractor receiving a
single award for the ownership of the nmgjority of the base
housing assets for the next 50 years. The researcher
favors a distribution of the assets anbng the nobst highly
qgual i fied devel opers, construction and property managenent

groups vying for these contracts.

The multiple award aspect would develop a |arger
base of PPV expertise wthin industry and the | ocal
community that could spread to the local, and state |evel

for additional PPV projects.

O  significance, the contractors said they
planned no change in their managenent of the M LCON
appr oach. The majority stated that the Marines would
al ways use M LCON as another tool along with PPV. However
as stated, at least during a transition period, the
Government is ill-equipped to neet the needs of MLCON, if
any new construction projects or inprovenent type contracts
are introduced.

The CGovernnment has stretched its financial
admnistrative, and nanagenent oversight resources very
thin while trying to manage two vastly different types of
projects PPV and M LCON Meanwhi l e, the Governnent’s
contract managenent approach does not fit either situation
at this tine. Contractors anticipate changes in the PPV

side of the Governnment’s operations but not M LCON.

The table below indicates the range of positive

responses to the two questions posed in section two.
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Tabl e 2. Range of Positive Responses to the Two Questions

Posed in Section 2.

Survey Questions of Above: 5-6. Can Sout hwest
Division, ROCC office, inprove construction nmanagenent?
Does PPV differ from traditional MLCON contracts in
contract nanagenment practices?
3. | ndustry Backgr ound

The main areas for analysis in this section consist of
the contractor’s organizational structure, conmunication
and managemnent t ool s, tradeof f s, acqui sition and

sust ai nment of skills, and construction nmanagenent trends.

Al of the contractors operate in Southern California;

five base their headquartered near MCB Canp Pendl et on.

O the other two, one operates from Napa, California
[Lend Lease Actus], and the other El Paso, Texas [Hunt
Cor poration]. However, both nmamintain |ocal operations in
the Southern California area based on their dealings wth
t he Navy.
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It was no surprise upon examning their SIC and NAICS
codes that the contractors engaged in the business of
single fam |y housing construction. Those are the primry
types of work for which the Government contracts to perform

based on advertisenent in the Comrerce Business Daily.

The five areas analyzed in this section include:
a. Organi zational Structure

None of the contractors stated that the size or
scope of the mlitary construction contracts affected their
organi zati onal structure. The contractors stated that the
manner in which the Governnment structures the requirenents
does not have any major effect on their organization.

The researcher sees mnimal influence if any
between the Governnent’'s packaging and adm nistering of
contracts and the contractor adapting their entire

or gani zati on.

The researcher thinks that because of the early
stages of the inplenentation of the first round of PPV, it
is too early too fully evaluate the effect. Also, in those
cases, t he cont ract or or gani zati on appears to be
transformng into a new offshoot organization in the form
of the LLC.

For M LCON and inprovenment projects which nmay or
may not exist in the future, depending on the political

success of PPV, two of the <contractors stated that

dependi ng on t he contract, their M LCON contract
adm nistration may vary to a small degree. They cited
subcontract or coordi nation invol venent and electronic

contract adm ni strati on i ssues.
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The significance of this point is that these
contractors do not rely on Navy housing as their primry
source of work. There are few MLCON and PPV projects and
these contractors are not about to nmake any nmgjor
or gani zati onal changes based on an occasional [two or three

year] contract.

The PPV approach differs from M LCON because PPV
provides the needed financing incentive and |ong-term
stability to the contractor. So the Navy is able to
achi eve an organi zational partnership by neans of a unique
contractor relationship that in the past it has been unable
to fully achieve.

b. Communi cati on and Managenent Tool s

Since rapid, significant conputing, nmanagenent
and information technol ogy changes occurred within the | ast
three years, the researcher was not surprised by the
contractors ext ent of i npl enent ati on of renot e
comuni cation devices. Therefore, the use of palmpilots or

other tools will only increase in the future.

Several noteworthy points discovered were the
| ack of the Governnent establishing any el ectronic hardware
list to interact with industry. It appeared that industry
was using several different tools but their Governnent
counterparts did not have the equi pnment to comruni cate back
to them Unfortunately, the cell phone coverage at MCB
Canp Pendleton is inconsistent. However, none of the
contractors nentioned the exploration of other wreless
conmuni cations, or |low tech neans such as courier service

as an alternative.
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Last, no one nentioned the wuse of video
teleconferences as a neans of holding nore frequent
neeti ngs between headquarters and field |ocations. Even if
contractors did not want to fund this expense, these
services are now even able at Kinko's and other ful
service copy shops. These vi deoconferences could assist
the RO CC, headquarters and the contractor to reach rapid
consensus and keep projects from slow ng down because of
probl enms in comruni cati on.

C. Tradeoffs

Most of the contractors surveyed stated that the
Governnent does a fair job of evaluating tradeoffs and
maki ng best val ue decisions. This question was significant
for the researcher to determne if any significant changes
were required in the PPV procurenent process at this stage
prior to the award of Phase 1I1. The contractors did not

rai se any issues, although one said it was too early judge.

It is reasonable to conclude that the people and
deci si on- maki ng processes in pl ace make gual i fi ed,
supportabl e decisions, from the contractor’s perspective,
in the mnds of the business conmunity.

d. Acqui sition and Sustainment of Skills

Governnent  personnel in the contracting and
technical community, nenbers of the acquisition community,
seek continuous professional training and refresher

traini ng.

The contractors thought the Governnent personne
and CGovernnent-hired support (CASUs), both need additiona

trai ni ng.
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The contractors did not think that RO CC
sponsored-training was their best source of training
i nformati on because of the wide variety in training, |ack
of RO CC experience, and the inconsistent application of

current rules and regul ation.

The contractors tended to |ook outside of the
Government for professionally sponsored classes in safety,
environnmental , pronpt paynent act, Davis Bacon, and quality
control. Many of the <contractors noted that RO CC

personnel often attend the sane cl asses.

This skills assessment neans that the RO CC

acqui sition per sonnel require nor e specific skills
training. Refresher training should be conducted and
| essons |earned shared to evaluate inplenmentation. The

RO CC had begun an excellent program of training
contracting personnel on relevant day-to-day issues.
However, there may be a need for further expansion into the
techni cal disciplines. Also, the RAOCC my wsh to
consider the involvenent of contractors in sonme of this
training and contractor-led training. These things are
significant in order for the ROCC to present itself as a
pr of essi onal organi zati on of housing experts.

e. Constructi on Managenment Trends

The contractors identified trends, [and those
identified by the Southwest Division's Small Business
Ofice]; both reflect the change from IFB to RFP and this
change from in-house Governnent design to Design Build and
design- build best value procurenents. Addi tionally,

contractors recognized the growing role of the AE to
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influence a project and possibly serve as a lead on the

proj ect managenent and construction in the future.

The significance of the contractors acknow edgi ng
best value and design build as trends, is that if
contractors realize that low cost is not sufficient for
award anynore, then contractors nust exam ne how they do
busi ness. They nust |look for areas to gain efficiencies
| everage these against their conpetitors, and devel op and
i npl enent innovations that create value for the Governnent.
Once the contractors start understanding this new process
for award, they can begin to structure their organizations
to best neet this nodel

Because of the radical changes in PPV, it is
easier to for both the Governnent and the contractor to
create new organizations. Because of slower devel opnents
and overlap of people who are used to doing business the
old way, we can expect both Governnent and industry to have
a harder tinme responding to the changes in the M LCON

envi ronnent .

The table below indicates the range of positive
responses to each of the five questions posed in section
t hr ee.
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Tabl e 3. Range of Positive Responses to each of the Five

Questions Posed in Section 3.

Survey Questions of Above: 7-11. Does the size
or type of contract proposed by the Southwest D vision for
a mlitary famly housi ng pr oj ect af f ect your
organi zation's structure? Has your firm adopted new
conmuni cation and managenent tools within the |ast 3-years?
Have they been successful? Has the Governnent fairly
eval uated and awarded Best Value Design Build mlitary
fam |y housing construction projects using tradeoffs? Does
your firm acquire and sustain contract nmanagenent skills in
support of DoD in regards to mlitary famly housing
contracts? Has your firmidentified any current trends in
terms of DoD contract type preference within the last 3-
years?

4. PPV Gains while M LCON Declines

The CGovernment has identified PPV's wth the LLC
or gani zat i onal structure as the preferred acquisition

strategy for mlitary famly housing repair, renovation,
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and construction in the next ten years. Therefore, the
researcher asked the contractors to identify the factors

causing the Governnment to shift to a new busi ness approach.

Second, the researcher asked the <contractors to
comment on the likelihood of DoD, and the Navy and Marines
in parti cul ar, neet i ng their goal of el imnating

subst andard housing by the year 2010.

The third, question, which the researcher analyzed in
this section, concerned contractor’s current and future
interest in PPV projects.

a. Factors I nfluencing Change

Since the Government nust operate wth |ess
funding, fewer resources, but nust house nore sailors and
Marines and their famlies, the contractors identified
several factors for the Federal Governnent’'s shifting of
housi ng acquisition strategy from MLCON to PPV approach.
Most agreed that inconsistent funding, unmanageable |evels
of substandard housing, and outside influences such as
State and Federal envi ronment al concerns caused the
Government to assess its strengths and weaknesses and adapt

a new appr oach.

Because of the Governnment’s housing assets, the
base was able to | everage these in order to achieve repairs
qui cker to housing units. As a mjor quality of life
initiative, and with nore frequent deploynent in recent
years, the researcher observes that mlitary menbers, who
drive around in their local community and see all of the
new housing developnent, want an equally nice place to

live.

65



Therefore, since the Governnment cannot afford to
house everyone off-base, demand for on-base housing is at
its highest |evels. The Governnent |acks resources to
singl e-handedly resolve all base environnmental issues.
Al so, the Governnent nmmintains few, if any, functional
experts in the diverse fields of housing, real estate,
finance, and devel opnent. Contractors therefore realize
that the Governnent required an entirely new concept of
operations: PPV.

b. Goal of 2010 to Elim nate Housi ng Backl og

Since the <contractors stated that they were
confident that the Marines could fix their housing problem
within the next ten years, it seens that enough politica
pressure has been raised on the issue of substandard
housing that the goal can be reached within such a short

time frane.

Therefore, contractors are aware of the enphasis
on fast-tracking this initiative, and are l|ikely |obbying
for faster inplenentation of the PPV program while

borrowi ng rates are near historic |ows.

The current economic climte may greatly assist
in the conpetitiveness of the PPV nmarketplace, as
contractors wish to lock in highly valued assets, and |ong
term funding streans. Many contractors thought that wthin
5 to 10 years of the arrangenent that profits would
materialize and remain consistent throughout the renainder
of the agreenent.

C. Future Pl ans

Because nobst of the contractors are pursuing PPV
opportunities, nost of these contractors nmay well be in a
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good position for future PPV award(s) at MB Canp
Pendl et on. However, the researcher contends that other
real estate developers and financial teans may target the
Southern California are for PPV because of the vastly

different arrangenent that is possible under the LLC

Most of the contractors said that the Governnent
could achieve a top quality of life programin a short tine
frame using the PPV approach. But, the researcher thinks
that based on the trends discussed and the attractiveness
of PPV, that the CGovernnment quickly acquire the skills or
hire consultants to assist in the source selection of
future PPV awards. Source selectors, who are pulled from
the M LCON environment, may not possess the know edge and
experience required for successful evaluation of new

al ternatives.

The table below indicates the range of positive
responses to each of the three questions posed in section

four.
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Tabl e 4. Range of Positive Responses to each of the Three

Questions Posed in Section 4.
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Survey  Questions  of Above: 12-14. What
mar ket pl ace factors are influencing the current mlitary
fam |y housing construction supplier base and inpacting the
Government’s political decision-making process concerning
mlitary famly housing? Do you think the Governnment will
achieve its goal of elimnating substandard housing by the
year 20107 Does your firm have a PPV business planning
section or business opportunities exploration group?

5. Gover nnent Trends

The | ast group  of contractor-answered questions
analyzed is Governnment trends. The topics include Life
Cycle Analysis, speed of PPV process, the Governnent’s
dimnishing role in housing nmanagenent, and maintaining
industry’s interest in PPV.

a. Goal of Lower Life Cycle Costs

Since four of the contractors said that PPV woul d
lower |ife cycle costs to the Governnent, this study
reviewed the areas in which contractors thought cost
savi ngs could be realized. The contractors cited the nore
conpetitive nature of PPV, recent legislation that has
expanded authority to wuse varying business agreenents
within PPV, and Congressional pressure to elimnate out-of-
pocket housing expenses to sailors and Mari nes.

The results of this question are interesting when
conpared with the GCovernnment’s own |ife cycle analysis
conducted in WMy 2001. At the tine, the Governnent
indicated only mnimal potential savings (under $100/unit
per year). However, based on the results of this survey,
the conpetitive nature of the PPV wthin Southern
California, Congressional action may further increase the
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attractiveness of PPV to industry, efforts to reduce out-
of - pocket expenses to service nenbers, all of these efforts
may result in larger than originally anticipated savings
The Navy and Marines might use these savings to fund
addi ti onal MLCON projects that would otherwise go
unf unded.

b. Faster PPV Process

The value of the Governnent’s assets mnakes the
PPV financing attractive to the comrercial marketplace.
There was no question about this in the mnds of the
contractors. So PPV projects can be nuch faster. The
question remains how nuch faster, and is the Governnent
prepared to operate in this fast-paced environnent?

Under PPV nost of the risks and responsibilities
transfer to the contractor. However, the Governnent stil
retains primary construction support services on issues

such as permt coordination and Davis Bacon wages.

Also, while the Governnment generally assunes
secondary responsibility, coordination will still need to
be required wth either the contractor or devel oper
assuming the primary responsibilities on issues such as
qual ity control, qual ity assurance, safety, fire

protection.

Additionally, the Governnent has to cope with the
gener al political environment. These new chall enges
require fast track decision-naking authority, contractor
trust, and an under st andi ng of t he Gover nnment ’ s,
contractors’ and devel opers’ roles. It will be critical

for everyone to understand their role to understand

69



differing roles and responsibilities under each type of
contract or business agreenent.

C. Less Governnent Oversi ght

The mpjority of the surveyed contractors felt
that with PPV the Government would have |ess oversight of
mlitary famly housing construction process. Because of
this shift to contractor oversight one of the contractor’s
t hought that Government oversight would remain but it would
shift to a higher level. The researcher concurs and thinks
that the negotiation of the PPV agreenment is critical to
clarify those areas, which the contractor now assunes
responsi bility.

Undoubtedly, in the future, either the MXB Canp
Pendl eton Phase 1 PPV project or another early PPV project
shal | undergo Congressional scrutiny in the form of a GAO
report or other simlar audit agency. It is incunbent upon
the Southwest Division headquarters and RO CC office to
ensure that the distribution of the support services into
primary and secondary responsibilities receives higher-
| evel concurrence and becones a wor ki ng docunent throughout
the organization. A simlar matrix should be devel oped for
M LCON projects outlying levels of rules and controls.

d. Mai ntai ning Industry’s Interest

Tax incentives, favorable finance ternms, and
long-term conmtnent, the preference of PPV over M LCON,
and the applicability to state and |ocal government, were
all factors cited by the contractors as factors that could
ensure the long-term success of the PPV initiative beyond
its original pilot term
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Since PPV provides an attractive investnent
opportunity to Wall Street and pension fund nanagers who
are seeking steady rates of return; not necessarily higher
profits, the NAVFAC nust ensure that the current

regul ations in place provide the necessary incentives.

As the market changes, the Navy should adjust its
policy but in a way that does not keep the best devel opers
out of the nmarket. The long-term success of the PPV
arrangenment requires inplenmenting | essons |earned. Severa
of the contractors cited the Navy as having a better
understanding on PPV at this stage of the gane than other
Servi ces.

For future phases of privatization to succeed at
MCB Canp Pendl eton, understanding of the effects of PPV on
the entire Governnment community including the contractor is
essential. Oherwi se, privatization efforts in other areas

such as utilities could be affected.

The table below indicates the range of positive
responses to each of the four questions posed in section
five.

71



5- O PPV Lower Life
Cycle Costs
4 4
/ OPPV Faster
3 Process
2 ]
H Less Govt

11 Oversight

0- OIndustry
Affirmative Maintain
Responses Interest

Tabl e 5. Range of Positive responses to each of the Four

Questions Posed in Section 5.

Survey Questions of Above: 15-18. Do you think
PPV lowers the life cycle costs to the Governnment for
mlitary famly housing? Do you think PPV delivers a
cheaper and faster housing solution over the traditional
M LCON appr oach? Do t he Governnment’ s over si ght
responsibilities decrease and risk transfer to the
contractor and developer as a result of PPV? Can the
Governnment’s actions maintain industry’'s interest in

current and future PPV projects?
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V.  CONCLUSI ONS AND RECOMMENDATI ONS

A | NTRODUCTI ON

The study evaluated the current and recent housing
contractors over the last three years, which conprised the
Departnment of the Navy's (DoN) construction supplier base
for the Marine Corps at Canp Pendleton, California. It
examned the changes in procurenent nethods for the
Governnent to obtain these construction, maintenance, and
repair services contracts for mlitary famly housing.

The study al so exam ned the use of the follow ng:

. Part nershi ps, both formal and informal, between
Government and | ndustry

. Joint ventures (JV)

. Limted Liability Corporations (LLC

It reviewed the trends in an effort to report how they
mght influence the CGovernnent’s present and future
acqui sition strategy. O interest to the researcher was
how these contractors enploying various organizationa
structures net the needs of mlitary famly housing

requi renents at Canp Pendl et on.

The traditional MLCON acquisition process, the study
hypot hesi zed, had several barriers to optimal housing
services delivery for the construction contractor, the
Navy, and the mlitary famly housing residents. Anal ysi s
of the construction supplier base provided insights into
nmet hods  for enhancing the mlitary famly housing

constructi on environnent.
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B. CONCLUSI ONS
1. PPV: A New Approach to the Housing D | emua

The study investigated PPV as a new approach to the
Marine Corps’ housing needs, with special attention to Canp
Pendl et on. It denonstrated that the Navy could benefit
from creating an environnment in which nultiple housing
service options coexist to stinulate builder, devel opers,
and financiers. These new service options provide the Navy
greater flexibility but require both the Governnent and
contractors to train and equip nulti-skilled staffs. The
results of the pilot PPV program for Southwest D vision,
Naval Facilities Engineering Comand, wll Iikely show
these new services provide tinely, consi stent, and
custom zed options to the Navy and Mari nes.

2. Fair Deal ? Transfer of Ri sk and Responsibilities

The study examined the transfer of responsibilities
and risks from the Governnent to the private sector
devel oper. The research denonstrated that Governnent
enpl oyees and contractor enpl oyees would have nore
satisfying work experiences in an environnent t hat
facilitated construction support services delivery through
redesign of information technology systens. To realize
this potential, Governnment and industry nust adapt to the
nmobi | e nature of the business. Mnagers nust enhance staff
deci si on- maki ng authority, expand j ob rol es and
expectations, and provide adequate conpensation based on

project responsibility and risk.
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3. Establishnment of New Roles in the Construction
Supplier Relationship

The study evaluated construction suppliers’ perception
of differences in MLCON conpared to PPV housing
acquisition strategies. The researcher examned the
quality of PPV one year after the award of the business
agr eement. This innovative housing services support
contract required a redesign of the Governnent housing
team ©Many of the PPV contractors chose to establish LLC s
after award to nmeet the needs of the Navy, distribute the
risk, and establish terns favorable to lenders. This study
concludes that the manner in which the Governnent and
| ndustry perform MLCON and PPV differ based on size,

scope, skills, know edge, and resource requirenents.

In general, the PPV projects are nmuch |arger,
i nvol vi ng hundreds or possibly thousands of units under one
agreenent; MLCON projects nay enconpass up to several
hundred dependi ng on the authorized budget.
C. RECOMVENDATI ONS

. The Gover nent shoul d mai ntai n a housi ng
operations center wth both Navy and Marine
assets organized at the headquarters of the
Sout hwest Di vi si on. This team should consist of
the nost capable people within the organization
because of the high dollar value of the contracts

and their visibility—as well as the new skills
required. The team should consist of rea
est at e, fi nance, contracting, t echni cal , and
adm ni strative support, and becone its own
busi ness i ne. In much the sane nmanner as
contractors are formng new cells to operate as
i ndependent profit centers wth PPV The
Gover nnent shoul d adopt a new approach. It would

al so strengthen the Government’s commtnment to
PPV and signal a stronger Governnent enphasis on
PPV. Under the current structure, Governnent
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housi ng personnel currently work on separate Navy
or Marine housing support teans, report to
different |eadership, and often have conflicting
goal s. RO CC of fice per sonnel need
representation at the headquarters level, require
appropriate funding and training requirenents.
They also need inclusion of their |ocal planning
into the regional housing plan.

The bottom line is that the contractors who
interact with the Governnment need to know that
the conmmand possesses a unified approach
throughout the 1life cycle. Al so, that the
per sonnel in t he pr e- awar d branch are
know edgeabl e of issues driving the post-award
ar ena.

An understanding of the issues by both parties,
as well as the trends affecting the mlitary
famly housi ng construction contractor, is
required in order for the Government to best
| everage its assets and negotiate the best deal
considering the current conditions.

Recently, the command advertised a PPV business
line leader, yet did not require the individua
to bachelor’s nuch |less a advanced degree. The
qualification that the Governnent brings forth to
the PPV deal does not equal the level of
prof essional commtnment we currently ask of the
devel opers, bui | der s, and fi nanci al
or gani zati ons.

Wth the trend in privatization awards favoring
the LLC organization, the researcher recomends
the Southwest Division analyze this type of
relationship and the requirenents which the
Government has conmitted itself to as part of
this agreenent. Exam ning avail able resources
and future resources required in outlying years
requires strategic planning and acti on.

Most of the contractors acknow edged that the
Navy seened to better understand the nature of
the PPV commitnent, the Government’s roles, and
the contractor and developers than the other
Servi ces. In order to retain this
know edge, and keep the Navy in these dom nant
positions t he PPV authoritative experts,
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Sout hwest Division nmnust establish a |[|earning
or gani zati on t hat encour ages t he real -tinme
transfer of this type of information.

Wth the knowl edge of the current contractors
under contract wth Southwest Division and the
contractors under contract wthin DoD supporting
other PPV contracts at A r Force, Arnmy and other
Navy bases across the country, the researcher
recommends Sout hwest Di vi si on sponsor a
Governnment and Industry forum The purpose of
this conference could consist of the first three
years of PPV projects, current PPV projects under
devel opnent, and future proj ects under
consi der at i on.

As DoD publicizes nore projects, it is inportant
to determine the size of the viable PPV
construction base. | mportantly for MB Canp
Pendl eton would be establishing dialogue wth
industry to determne which trends are affecting
i ndustry, what agreenents are working, and what
problenms contractors and the CGovernnent are
experi enci ng.

The researcher reconmmends  Sout hwest Di vi si on
devote two days for this conference. The first
day could consist of PPV and the second could
consi st of sustaining the role of the traditional
M LCON contractor. | ndustry woul d pr obabl y
wel come such an opportunity since the last such
forum was conducted several years ago when the
Government announced the PPV initiative for San
D ego. The Navy conducted a briefing on its
intent to use privatization to manage its housing
shortfall.

Congr ess continual l'y changes and revises
legislation affecting privatization affecting
mlitary famly housing construction. These
deci sions affect our construction supplier base,
our famly housing residents, and our enployees.

Reconmend tw ce a year nmeet i ngs W th
Congressional representatives, industry |eaders
in construction and PPV  devel opnent, and
f i nanci ng, conmuni ty representatives, and
enployees to determne the current proposed
| egi sl ation. Al so, after the conpletion of each
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| egi slation cycle, the witer recommends a
briefing of the changes and the potential inpacts
to all of the stakehol ders.

The researcher recommends all neetings regarding
PPV shoul d be conducted by video tel econference,

and where possible be web-enabl ed. This allows
all individuals interested in the process the
opportunity to learn about the future of
privatization and the inpact it wll have on
their organization, and their hone (if active
mlitary). These types of regularly schedul ed

nmeetings would provide a constant source of up-
to-date reliable information to everyone who nmay
be affected by privatization efforts.

D. ANSVEERS TO PRI MARY RESEARCH QUESTI ONS

Specifically, the study provided these answers to the two
primary research questions:

. How can the DoD, in this case, the Navy, inprove
constructi on rmanagenent ?

DoD, in this case, the Navy, can inprove construction

managemnent by training CGovernnent per sonnel in the
t echni ques of privatization i ncl udi ng fi nanci ng,
devel opnent, property managenent, and risks to the

contractor. The Navy can form a separate team both at the
RO CC office and at the headquarters to deal specifically
with the PPV issues and interface with Governnment housing

representatives.

The size, scope, and increasing commtnent both on the
Government’s side and the contractor/private devel oper and
financier’s side, requires nore of an organized, educated,
and trained workforce to inplement the PPV program The
contractors agreed that a role did remain for the

Government’s housing personnel and that Governnent shoul d
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retain some of these people as l|iaisons since they are the

site and historical property experts at MCB Canp Pendl et on.

. What are the differences in PPV business
partnership agreenents conpar ed to t he
traditional M LCON contracts approach for

constructi on nanagenent ?

The main difference in PPV business partnership
agreenents conpared to the traditional MLCON contracts
approach for construction nmanagenment consists of the |ong-
term private finance deal required of the PPV team The
PPV contractor fornms a partnership with financial firns,
private devel opers and nust consider the opinion and advice
of Wall Street. Depending on the current econonic
conditions, and long-term estinates for interest rates,
industry and other interested parties nmay differ in their
reactions. The structure of the PPV deal nust fit with the
current econom c conditions. Wher eas, the M LCON
contractors would just propose a higher cost of doing

busi ness, the PPV contractors nust consider nore factors.

For PPV projects, publicly traded firns and private
firme who require financing are concerned about the
avai lability of funds to put together a business proposa
and the long-term feasibility for these types of
agr eenment s.

Organi zational |y, nmost of the construction firns
either develop in house experts for PPV or partner
regionally with experts in real estate and finance. The
corporate headquarters then |everages these deals to gain
expertise in obtaining other federal, state, and |ocal PPV
contracts. These contracts may consist of housing, as
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di scussed herein, or may branch out to other privatization

initiatives such as utilities.

Also, PPV firnms differ in their approach now because
of the long-term conmmtnent by the Governnent and the
attractive location of the site for private devel opers.
Contractors have an interest in the PPV properties, for
instance if another round of BRAC was to occur, these
contractors could |everage their PPV know edge to acquire,

| ease, and devel op ot her | and.

The PPV contract or may mai ntai n t he same
organi zational structure as it does under MLCON contracts.
In sone cases, however, they have developed separate
busi ness centers, whi ch act aut ononously and are
responsi ble for their own operations and profits.

These new organizations differ from the past M LCON
contractors. Some of the new firns attracted to the PPV
mar ket pl ace were not attracted to the highly conpetitive
M LCON contracts with |ittle or no contingency budgets,
difficulties in negotiating change orders, relatively short
proj ect | engt h, upfront capital required, and the
uncertainty of future work. PPV provides devel opers
attractive real estate access wth steady cash flow
streans. It has the possibility of attracting private
investors in the form of pension fund nmanagers and 401(k)

investors attracted to the long termsteady profits.

In the past, firns established joint ventures to
mnimze individual risk to the firm and to share the cost
of financing. Now, firms are nore likely to form LLC s as
separate tax entities, as preferred by the Governnent.
Firms’ interest in LLC s historically grows as a hedge in
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recessi onary tinmes, accordi ng to sever al of t he
contractors. Ther ef or e, now nore contractors are
interested in the PPV business because of the favorable
arrangenents, which the Congress has authorized, including
tax breaks, and the Governnment’s quality of l|ife enphasis

to solve its own housing problens by the year 2010.

I nterestingly enough, nost contractors surveyed stated
that they would maintain interest in the PPV approach even
if the CGovernnent abandoned the approach within the next 10
years because PPV opens doors to future opportunities and
attracts the interest of other devel opers, and |enders.

E. ANSVWERS TO SUBSI DI ARY RESEARCH QUESTI ONS

The data and analysis provided the researcher these
answers to the subsidiary research questions:

. Who are the current construction mlitary famly
housi ng construction contractors t hat have
current, and or recent contracts at MB Canp
Pendl et on?

The current construction mlitary famly housing
construction contractors that have current, and or recent
contracts at MCB Canp Pendl eton consi st of the foll ow ng:

. De Luz Housing LLC

. Har per/ Ni el sen Dl lingham (JV)

. Hunt

. Lend Lease Actus
. Sel co

. Sundt

Al so, the researcher included Lincoln/Clark LLC in the
study because of their large scale PPV project and inpact

wi thin the San Di ego region.
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. VWat are the denographics of the construction
suppl i er base supporting MCB Canp Pendl et on?

The denographi cs of the supplier base supporting

MCB Canp Pendleton consists of a relatively snal
nunber (<10) of large business construction contractors.
Most of these contractors nmintain operations in the
Western United States, nost within Southern California, and
are classified under NAICS Code of 23321/2 according to the
Central Contractor Registration database [Fornerly SIC
1521/ 1522] .

The Census Bureau’'s website provided the follow ng
summaries of the NAICS codes.

NAI CS 23321: Single-Fam |y Housing Construction

This industry conprises establishnments primrily
responsible for the entire construction (i.e.,
new work, additions, alterations, and repairs) of
single-famly residential housing units (e.qg.,
single famly detached houses, town houses, or
row houses where each housing unit is separated
by a ground-to-roof wall and where no housing
units are constructed above or below). This
i ndustry includes establishnments responsible for
additions and alterations to nobile hones and on-
site assenbly of nodul ar and prefabricated
houses. Establishnents identified as single-
famly construction managenent firns are also
included in this industry. Establishments in this
i ndustry may perform work for others or on their
own account for sale as speculative or operative
buil ders. Kinds of establishments include single

famly housi ng custom bui | ders, gener al
contractors, desi gn bui | ders, engi neer -
constructors, joint-venture contractors, and

tur nkey contractors.
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NAI CS 23322: Miltifam |y Housi ng Construction

This industry has the sanme characteristics as
23321 except it is for multifamly residential
housing units (e.g., high-rise, garden, and town
house apartnents where each unit is not separated
by a ground-to-roof wall). The wunits nay be
constructed for sal e as condoni ni uns or
cooperatives, or for rental as apartnents.

. What effect does the construction contractor’s
organi zati on have on the type of contract awarded
by the Navy to these firns?

The construction contractors acknow edged that as
| ar ge busi ness organi zati ons they conpete for the MACC type
contracts and PPV projects. Wth the enphasis by the Navy
on meeting Socio-economc goals for snmall, disadvantaged,
wonen-owned, and mnority businesses, contractors stated
that their enphasis now has shifted frominternal expertise
to establishing partnerships for the long-term of
financi al, devel opnent, |ogistics, and property managenent.

. How does the PPV contractor’s organization differ
from the traditional construction contractor in
their contract nmanagenent ?

The PPV contractor’s organization differed from the
traditional construction contractor in their contract
managenent to the extent of terns of the individual
busi ness agreenent negotiated with the Navy. Sone of the
contractors stated that their organization did not plan to
change or has not changed in recent years despite the

devel opnent s caused by PPV.

O her organi zations said that would shape their future
functional areas depending on how the current PPV projects

devel op. All  would adapt their future organizational
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structure to neet these needs as long as they thought they

wer e consi dered potential players in the PPV market.

A common thene was that it was too early to tell the
exact changes that PPV would bring to the organizations.

Most said they would nonitor current contracts and adj ust.

. What recent conmunication and nanagenment tools
have construction and PPV contractors adopted
within the last three years in order to increase
efficiencies in contract managenment ?

The comunication and mnmanagenent tools adopted by
construction and PPV contractors wthin the last three
years increased their efficiencies in their contract
managemnent . These tools consist mai nly  of | nt er net
connectivity and information technol ogy managenent assets.
The contractors use these tools to conduct their everyday

busi ness with Governnent and industry.

Firms create project-specific web sites to facilitate
the design and on-site construction process. They rely on
e-mail to transmt architectural draw ngs. Mst firns have
their own web site and routinely check the Southwest
Division web site. Firns use the internet for a variety of
reasons: marketing, project scheduling, tracking job |eads,
recruiting staff, gat hering pr oduct i nformati on,
researching clients, and conmmunicating with project team

menbers.

Besides on-line conmmunications, firnms recognize the
inportance of renpte technology devices to comunicate
because nost of their work is renote. Tool s such as
W rel ess phones, pagers, and personal pda assistants [i.e.
Pal m Pilots, Blueberry] assist the project manager in their
communi cations with the home office and designer. These
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firms understand the inportance of technol ogy-driven tools
taking hold in the industry to conmunicate wth project

partners, the Governnent, and housing residents.

Firme also nentioned the ternms "virtual teamng,"
"redlining,” "electronic white boarding,” and project-
specific Wb sites. Some currently use these on other
projects at MCB Canp Pendleton and expect their use to
i ncrease. Backed by the Governnment’s |ong-term comm tnent
for PPV, firnse are nore apt to justify their increased
enphasis on information technol ogy. In sone cases, these
solutions are either under developnent from within their
firm have been nentioned by the Governnent as future
goals, or the contractors foresee their wuse in future

proj ects.

Virtual teaming on a secure network would allow for
project tracking and information sharing related to that
job. DoD has inplenented this approach on the HRSO website
in which project nenbers can request a passwrd and

exchange information on a secure website. Currently,
neither Southwest Division, the RAOCC office, MZB Canp
Pendl et on, nor t he contractor possess this

interconnectivity down to the team level to assist on
project specific collaboration. El ectronic white boarding
permts team nenbers to |oad a conputer-aided drawi ng and
do a coll aborative work session regarding that draw ng over

the internet in real-tine.

Anot her approach cited, redlining, allows contractors
to send an electronic drawing or other docunent requiring

proofing or coments to another team nenber, who then
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redlines it and returns it to the sender. This greatly

reduces review tine.

. Wat are the cost benefit tradeoffs contractors
consider when deciding to wupgrade to current
information technology architecture wthin DoD
and industry?

The cost benefit tradeoffs contractors consider when
deciding to wupgrade to current information technol ogy
architecture consist nostly of analysis conducted by the
project team Wthin the contractor’s organization, if
someone can justify the expense of a particular item or
service nost contractors stated they were able to conduct a
purchase within a very short tine frane. The contractors
waste little time fielding resources to field personnel to
gain efficiencies over their conpetitors and inprove their

partnering relationships with other private sector firms.

This differs from DoD and Sout hwest Division, and the
RO CC office, which does not have the pressure of dealing
in a conpetitive environnent. Normally, the Governnent nust
justify a guarantee of substantial tinme and cost savings
prior to fielding a new tool.

For exanple, at Southwest Division, ROCC office, the
Governnment recently purchased a small |ot of PDA devices
and conducted a drawing in which one individual per team on
the RO CC side of business received the device for a test
period. Since no Contract Specialists won the draw ng, they
had no access to this type of electronic organizer and
remote conmmuni cations tool unl ess they purchased the
equi pnent out of their own personal budget.

Concerning  Governnent requirenents, al | of t he
contractors stated that they are registered in the Centra
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Contractor Registration database and have had nininal
probl ers or addi ti onal expenses adapti ng to t he
Government’s use of Internet technology to the mlitary

construction process.

The contractors supported the continued wuse of
paper| ess transactions because it reduces travel tinme and
adm ni stration expenses on their si de as wel | .
Additionally, they already conduct business in this manner
with their other divisions, partners, and subcontractors.
So this is not a Governnent-unique requirenent for themto

conply with during the contract.

The contractors did not discuss the CGovernnent’s use
of a Standard Procurenent System to automate the
construction contracting process. Nor did they indicate
the manner in which contractors may interface in the future
if the Governnment fields a web-based system Al t hough the
contractors knew the Contract Specialists use the system
internally, the contractors did not know if, or when, they
would join in the adoption of such a system

However, DoD has recognized the NAVFAC for its web-
based electronic solicitation interface system in which
contractors can register and obtain current information
concerning Navy and Marine Corps requirenents. Al'l of the

surveyed contractors do use this system Construction and

PPV developnment firnms acquire and sustain contract
managenent skills by taking on the nanagenent function of
design-rel ated projects. They reqgularly attend industry
and Governnent-sponsored sem nars and conferences. Thi s
allows them to understand the |atest changes concerning
issues such as pronpt paynent, invoicing procedures,
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proposal requirenents, and source selection evaluation

factors.

Al so, conpani es establish LLC s and vari ous
partnerships in which real-time information can be shared
and issues directed to appropriate decision-making experts
within the corporation so that tinmely decisions can be
made. This mnimzes the LLC s risks and contributes to
the firms ability to mnimze |osses of time and noney.
This increases the managenent conpanies’ professional base
and limts their exposure to liability. Al so, partnerships
are strengthened. This manner of sharing risk with others,
instead of taking on the entire role of manager, brings a
differing perspective to project managenent in today’s

envi ronnent .

By devel oping a know edge-based team of experts, the
Governnment al so benefits. This potentially reduces costs
and allows the contractor to assenble a team of devel oper
construction, and property nanagenent experts who naintain
quality control beginning with pre-construction services

throughout the life cycle of the project to the exit
strat egy.
F. SUGGESTI ONS FOR FUTURE RESEARCH
. Conduct a simlar survey of the PPV and M LCON
contractors examned wunder this thesis in a
coupl e years. The study could determine the

extent of the success with the first round of PPV
at MCB Canp Pendl eton (and San Diego). Also, the
study could examne the future of the traditiona

M LCON housi ng renovati on, repair, and
construction contractor to determ ne the extent
of their role in the future. It would be of

interest to determine the size and scope of
future M LCON projects in conparison with PPV.
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Conduct a new survey including the contractor
selected for the next round of PPV during Phase 2

at MCB Canp Pendl eton. This would provide
i nformation on t he new rol es and
responsibilities, and could include |essons

|earned from the first round of PPV projects.
The study would also provide information on the
extent of Jlocal and state firns’ ability to
conpete in the new PPV environnent.

Exam ne the Governnent’s organi zational structure
at Southwest Division to determ ne the extent PPV
education and training workshops and sem nars are
conducted for Governnent professionals. The
st udy coul d det erm ne i f t he Gover nent
established a neaningful training systemin place
to prepare real estate, financial, contracting,
and technical personnel for the changing m ssion
of the new PPV requirenents. The study could
al so conpare and contrast the contractor’s and
Sout hwest Division’s organi zation structure.

Evaluate in three years the contract synopsized

in the Commerce Business Daily on 01 Novenber

2001. The announcenent appeared under - Y; NEW
CONSTRUCTI ON  RENOVATI ON/ REVI TALI ZATI ON ALTERATI ON
AND REPAIR BY DESIGN-BU LD OR DESIGN BID/BU LD
OF VARI QUS HOUSI NG SI TES AT VARI OQUS LOCATI ONS CBD
01/ NOov/ 01 - Y; NEW CONSTRUCTI ON
RENOVATI ON REVI TALI ZATI ON  ALTERATI ON AND REPAIR
BY DESIGN-BU LD OR DESIGNHBID-/BU LD OF VAR QUS
HOUSI NG SI TES AT VARI QUS LOCATI ONS.

The contract anticipated that the majority of the
work would consist of Design-Build ©projects
within California. The projects mght include,
but are not limted t o: New Housi ng,
Whol ehouse/ Whol esite Revitalization, Repair by
Repl acenent, Community Centers, Housing Ofices
and ot her incidental related work.

The contract used the NAICS Codes for single and
multi-famly honmes of 23321/ 2. It would be
interesting to determ ne the extent of each type
that were built in the future and the percent
targeted for the junior enlisted personnel.

The contract intends to support Design-Build
Strat egi es. The contract requires a Lead Design
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Firm (A-E) experienced in the coordination of
mul ti-discipline Architectural/Engineering design
efforts in all aspects of new and renovated
Housi ng, Conmmunity Centers and Housing Ofices.
The future researcher could conduct a study on
the growing inportance on the professional A-E
for construction managenent and the reduced role
of the <contractor who nmy or may not have
prof essional qualifications.

This contract allows offerors to propose multiple
design teans to satisfy a variety of project
types projected to be awarded during the term of
the contract. The Oferor(s) and the proposed
Lead Design Firnm(s) for the basic contract wll
be evaluated as a team Lead Design Firn(s) (A
E), their subsidiaries and affiliates that are
involved at the RFP or design stage of a
particular project will not be allowed to propose
or be used on a Task Order for that project.

A researcher could conduct a separate study on
the role of the mninmum guarantee in the M LCON
envi ronment . For this contract, the estimted
construction cost for the base year and all four
options conbined for all awards is $250, 000, 000,
yet the mninmm guarantee is only $50,000 for
each contract awarded.

An interesting aspect of the study could entail
t he relationship bet ween contractors who
requested a solicitation yet did not propose;
conpared against those who submtted a proposal.
The researcher could determne if non-incunbent
contractors were effectively |ocked out of the
mar ket because of proposal costs.

The costs may outweigh the risk required for a
new or incunbent contractor to muintain a
cormitment of resources to establish a team
capable of handling task orders with a possible
range from $3,000,000 and above; yet only
guar anteed a m ni mum of $50, 000.

It would also be of interest to study if this new
solicitation generated any new contractors to
pr opose. Also, if any PPV contractors targeted
M LCON housi ng projects.
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10.

11.

APPENDI X

Questions 1-4 refer to Table 1.
Questions 5-6 refer to Table 2.
Questions 7-11 refer to Table 3.
Questions 12-14 refer to Table 4.
Questions 15-18 refer to Tabl e 5.

During the last three years, has your organization
undergone any changes in terns of changing its
or gani zat i onal structure, as a result in the
Governnent’ s changes in nmethods of procurenent?

During the last three years, has your organization
undergone any changes in ternms of establishing joint
ventures [j/v], as a result in the Governnent’s
changes in nmethods of procurenent?

During the last three years, has your organization
undergone any changes in terns of establishing fornal
partnering agreenents with the Navy, as a result in
t he Governnent’s changes in nmethods of procurenent?
During the last three years, has your organization
undergone any changes in terns of participating in
Limted Liability Corporations [LLCs], as a result in
t he Governnent’s changes in nethods of procurenent?

Can Sout hwest Di vi si on, RO CC office, i nprove
construction managenent ?

Does PPV differ from traditional MLCON contracts in
contract managenent practices?

Does the size or type of contract proposed by the
Southwest Division for a mlitary famly housing
proj ect affect your organization s structure?

Has your firm adopted new communi cation and nanagenent
tools wthin the Jlast 3-years? Have they been
successful ?

Has the CGovernnent fairly evaluated and awarded
Best Value Design Build mlitary famly housing
construction projects using tradeoffs?

Does your firm acquire and sustain contract nanagenent
skills in support of DoD in regards to mlitary famly
housi ng contracts?

Has your firm identified any current trends in terns
of DoD contract type preference within the last 3-
years?
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12.

13.

14.

15.

16.

17.

18.

19.

What marketplace factors are influencing the current
mlitary famly housing construction supplier base and
inpacting the Governnent’'s political decision-nmaking
process concerning mlitary famly housi ng?

Do you think the Governnment will achieve its goal of
el im nating substandard housing by the year 2010?

Does your firm have a PPV business planning section
or business opportunities exploration group?

Do you think PPV lowers the life cycle costs to the
Government for mlitary famly housi ng?

Do you think PPV delivers a cheaper and faster
housi ng sol ution over the traditional M LCON approach?

Does the CGovernnent’s oversight responsibilities
decrease and risk transfer to the contractor and
devel oper as a result of PPV?

Can the Governnment’s actions maintain industry’s
interest in current and future PPV projects?

Any additional comments regarding mlitary famly
housi ng construction practices [concerning Southwest
Division, ROCC Canp Pendleton, and the construction
suppl i er base]?
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